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Ay INTRODUCTION 


The Application 

The subject application of Atlantic Richfield Company, Cities 
Service Athabasca, Inc., Imperial Oil Limited and Royalite Oil 
Company, Limited, was heard by the Oil and Gas Conservation Board 
with G. W. Govier, P. Eng., A. F. Manyluk, P. Eng. and Vernon 
Millard sitting. The hearing took place on June 3 and August 6, 7, 
Dey @eeeeo yates 157 Torandeio, 1968) and *the parties! were *all owed 
until September ero; 71968) *tolfile writtéen®* arguments. 

The applicants propose to produce over a 25-year period 
commencing in 1973, 18,250,000 barrels per year of synthetic 
crude oly 9,125,000 barrels per year of specialty oils, and 
1,825,000 barrels per year of attendant naphtha from Lease 17 
im) Trownehips*9a° and *®93f4Ranges4toOy ll and 112; "West %o0f-the “4eh 
Meridian, in the Bituminous Sands area of Alberta. Details of 
Lhe “appiicatroneare given in@settidn TI *sfivehis“report: 

The Waduveaei on followed one, heard by the Board in 1963, 
made on behali®or’Cities *Service"Athabasea?¥ine /P°imperial O11 
Limited; Richiield “O01 ‘Corporation (which subsequently entered 
into a merger to form Atlantic Richfield Company) and Royalite 
Oil Company, Limited. Following the 1963 hearing, the Board, 
with the approval of the Lieutenant Governor in Council, gave 


a decision in accordance with its report on the application (!) 





(1) Report to the Lieutenant Governor in Council with respect to 
the Applications of Cities Service Athabasca, Inc. and Shell 
Canada Limited, October, 1963. 


where it stated: 
"The Board finds that the application for the 
production of 100,000 barrels per day of synthetic crude oil 
commencing in approximately 1970 Bauer be approved at this 
time. Since, however, the Board is convinced of the ultimate 
desirability of authorizing further production from the oil 
sands and is impressed with the experimental work done by 
the applicants, it does not believe that the eaplicacion 
should be dismissed and, subject to the approval of the 
Lieutenant Governor in Council, defers its final consideration 
of the application and continues the application and is 
prepared to reconsider it in its present, or an amended, form 
upon the applicants satisfying the Board that there is a 
reasonable possibility of the applicants being able to 
demonstrate that 
(a) if the application or amended application were 
granted the conventional crude oil industry in 
Alberta twould,watwuhe sends sof p24amnonthseo tf 
commercial operation of the project proposed, be 
able to operate at or above a percentage of its 
productive capacity consistent with the Board's 
interpretation, as discussed fe this report, of 
Government policy. , o~ 
(b) the application or amended application could be 
granted without the total oil sands production in 
market competition with canventional Crud 6 god. Lowe 


the end of 24 months of commercial operation of 


the project proposed, exceeding 5 per cent of 

Ciew@rotanmnarket «demand for Alberta light and 

medium crude oil including synthetic crude oil; 

Dog vViCed. Siawevemren That lf the applicants do not file 
with the Board on or before December 31, 1968, a request 
for recongiageration.. the application shall be deemed to 
be dismissed, 

BeUrenep. stne wboard., with the approval of. the 
Lieutenant Governor in Council, is prepared to give a 
reconsideration of the application or amended application 
requested on or before December 31, 1968, preferential 
consideration over comparable applications from others 
except. for, applications for reconsideration filed prior 
to or approximately concurrently with such an applic-— 
ation from Great Canadian Oil Sands Limited or Shell 
Canada Limited." 

The present proceeding is the earlier application in an amended 


form, of which the applicants have now requested a reconsideration, 


Government Policy 


In P93os the original application was considered dnathe lacie 
of the "Government Policy Statement with respect to Oil Sands 
Development", This statement had been issued by Premier E. C. 
Manning in October, 1962; 

On February 20, 1968, Premier Manning tabled in the 
Legislative Assembly of the Province, a further statement "Oil 


Sands Development Policy". The new statement modifies the 1962 


policy statement. Early in the hearing the Chairman stated 

that the Board, considers that the) wevigions jon policy maken t 

unnecessary for the Board to be satisfied on the matters 

referred to,in the 1963 disposition of the original application 

before reconsidering the application or an amended form, of it. 
Section IV and Appendix A contain details of the Government 

Policy and statutory provisions regarding commercial oil sands 


development. 


The Applicants 


Each of the applicants has a 30 per cent interest in the 
proposed project, except Royalite Oil Company, Limited which 
has a JO per cent sinterest. In December, 1964, the applicants 
caused Syncrude Canada Ltd. to be incorporated in Alberta. It 
is a non-profit company whose purpose is carrying out research 
and commercial development of the Athabasca oil sands, and it 
would be the operator for the applicants. 

Something of the identity of the applicants must be known €o 
understand their proposals for marketing synthetic crude oil. 

imperial Oil Limited is an integrated oil company engaged in 
exploration, production, refining and marketing in Canada. 
Slightly less than 70 per cent of its were capital is held by 
Standard Oil Company of New Jersey. Imperial's proposed purchaser, 
Humble Oil and Refining Company, is a wholly owned subsidiary of 
Standard Oil Company of New Jersey and is an integrated oil 


company operating throughout the United States. 


Atlantic Richfield Company carries on exploration and production 
Operataone In thisecountry andait, mr ite parent company ,* fs 
an integrated oil company in the United ‘States, 

GLoses service athabasca . Inc. is. a subsidiary .of Cities 
Service Company, as are Canada-Cities Service Petroleum Corp. and 
Uities service) 01] "Company. “~Canada-Cities Service Petroleum Corp. 
is engaged in exploration and production operations in Canada. The 
Peoposes purchaser, Cities Service O11 Company, is a fully 
integrated oil company operating in the United States and having 
Citlece wigercymesbates east of the Mississippi, River} 

Royalite O11 Company, Limited is a 97.6 per cent subsidiary 
Of The’ British American Oil Company Limited, and they are fully 
integrated oil companies operating in Canada. Gulf Oil Conporation. 
Which@owns about 69 per cent of the, common stock of The British 
American Oil Company Limited, is a fully integrated company and 
tO ts through it that Royalite proposes to market its share of 


SvyGeneric crude oil. 


Appearances 


The persons named in Table 1 appeared at the hearing. 

BP Petroleum, British Petroletm, Home, Texaco, Triad jeran 
American and Hudson's Bay appeared for the purposes of cross-examin-—- 
ation and argument, and of them only Pan American and Hudson's Bay 
filed arguments. Arguments were also filed by the applicants, 


Chevron Standard, Canadian Fina, IPAC, Mobil and Great Plains. 
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II SUBMISSION OF APPLICANTS 


General 

The applicants propose a mining, extraction and upgrading 
scheme to produce hydrocarbon products and sulphur from Crown 
Lease No. 17 at Mildred Lake in the Athabasca oil sands deposit. 
TRewLOCaCLONS Of [hes anitial eminane area and other major facilities 
are shown in Figure 1. The products which would be produced are 
50,000 barrels per day of synthetic crude oil, 25,000 barrels per 
day of specialty oils and 5,000 barrels per day of naphtha. The 
properties of the products are discussed later. Some 472 long tons 
per day of elemental sulphur would be recovered from gaseous streams 
from the upgrading process. 

Prior to the commencement of full scale production operations, 
the applicants would divert Beaver Creek around the proposed initial 
mining area, as shown in Figure 1, and would construct necessary 
plant, waste disposal and water handling facilities. 

The applicants propose to use motorized scrapers for the over- 
burden removal and mining operations. Oil sands would be conveyed 
to an extraction plant where the crude bitumen would be separated 
from the mineral matter by a: modified hot water process and then 
dehydrated. The sand tailings would be pumped with water to 
disposal facilities. 

The crude bitumen would be upgraded by the H-Oil Hydrovis- 
breaking process and by further hydrogenation. 

Process gas and the heavy residual oll from hydrovisbreaking 


would be used as fuel for the project. 


- 10 - 


The hydrocarbon product streams would be transported in 
batches by pipe line to markets which are generally not defined 
at this time but which, the applicants contended, would be in 
accord with the Alberta Oil Sands Development Policy. 

There have been a number of important changes - technical, 
economic and corporate - in the project since it was deferred by 
the Board with the approval of the Lieutenant Governor in Council 
after the 1963 hearing. The major changes are: 

(1) Syncrude Canada Ltd., a non-profit cost company, was 
incorporated in 1964. bysthe applicants for the solempurposegor 
carrying out research and commercial development of the proposed 
DlheTect. 

(2) The total liquid hydrocarbon production for which 
application was made was decreased from 100,000 to 80,000 barrels 
per day. 

(3) The initial mining area and the major components of the 
project have been relocated within the lease. The former site of 
the initial mining and plant areas is shown on Figure 1 for com- 
parison purposes. 

(4) Scrapers have replaced bucket wheel excavators ae the 
mining of oil sands. 

(5) The extraction treatment technology would now provide 
fOr a 93 per cent recovery of bitumen as compared with) S85 )per 
cent in the previous proposal. 

(06) The H-Oil Hydrovisbreaking process would be used in 


place of a fluid coking process for the initial bitumen upgrading. 
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(7) The overall recovery of liquid hydrocarbon products would 
now be 74 volume per cent for the initial mining area as compared 


with 60.5 per cent in the previous proposal. 


Ownership of OiL1 Sands and Other Rights 


The applicants are the lessees of Bituminous Sands Lease No. 
17, from which the oil sands would be mined. They also hold sur- 
Face leases on Lease No. 17 and on the adjoining property to the 
east and north which would be required for water supply and reten- 
tions pond Lacieicies. Syncrude has received assurance from the 
Water Resources Division of the Alberta Department of Agriculture 
that the applicants' proposals for water diversion, storage and 
supply would be granted subject only to the usual provisions of 
The Water Resources Act. Syncrude has applied for licence of 
occupation for the land south of Lease 17 which would be flooded 


by the damming of Beaver Creek. 


Research and Experimental Background 


After the deferral of the decision on the application in 
1963, the applicants shut down the pilot plant faecr lities lina tue 
Athabasca area and established Syncrude's major laboratory in 
Edmonton. The scope of work conducted there included basic re- 
search on oil sands. The applicants contend that significant 
improvements in bitumen extraction recoveries have resulted from 
these studies. 

As a result of a continued drilling program a new prime 


mining area having a low ratio of overburden to oil sand feed 


- 14 - . 


was located in the vicinity of Beaver Creek. Laboratory extraction 
tests indicate, according to the applicants, that the oil sands 

in the new area have superior properties in regard to bitumen ex- 
EracteLron Gecovery . 

Developments in mining equipment and technology led the 
applicants to conduct major field tests of self-loading and con- 
ventional scrapers for overburden removal and mining of oil sands. 
Commercial machines were tested on a poerecy of materials under all 
climatic conditions and, the applicants state, were found to per- 
form satisfactorily. 

The applicant submitted that continued studies of bitumen 
conversion processes have shown that the H-Oil Hydrovisbreaking 
Process Ts very attractive in terms ofmeconomics,  preaqucteyic.d 
and flexibility in product properties. The H-Oil Hydrovisbreak- 
ing process was recently developed by Cities Service and 
Hydrocarbon Research, Inc. and would be used in the proposed 
scheme. 

Although conversion of bitumen from the Athabasca deposit 
by the proposed process has not been proved on a commercial 
scale, laboratory and pilot runs by the applicants at rates of 
one to 25 barrels per day have been conducted over a period rep- 
resenting two to three years of continuous operation. 

The applicants estimate that their ne ire expenditures 
to 1968 on research and development are $27,000,000. This rep- 
resents an increase of $8,000,000 overthat reported at the time 


of the original application. 


- 15 - 

According to the applicants, if approval of the application 
should be granted, additional pilot work for the purposes of 
scaling and design would be done. The basic processes are con- 
sidered to be selected, however, and no work on other processes 
is foreseen in preparation for construction of the proposed 


PEO Vect. 


Reserves 

During the first 14 years of operation, oil sands would be 
obtained from the initial mining area shown on Figures 1 and 2, 
This area is centred near the south-east corner of Section 30, 
Township 92, Range 11, West of the 4th Meridian, approximately 
four miles from the Athabasca River. The applicants' tentative 
future mining plans are to proceed southward to the lease line 
through the area marked A on Figure 2 and then through areas 
B, C and D. The operations would be in their 25th year soon 
after mining had commenced in Area B, 

The applicants currently consider the areas marked Ui. oug 
and U3 on Figure 2 unmineable because of excessive ratios of 
overburden to oil sands feed. 


The properties and reserves of the first three mining areas 


are tabulated below. The figures are derived from the applica- 
tion. The cut-off used for bitumen in place was zero weight per 
cent. The cut-off used for plant feed is discussed under the 


next heading. The oil sand and overburden thickness figures 


Is) 


were determined from the applicants' maps and are approximate. 


The thickness averages are on a volumetric basis. 


Oil sand net 
average, ft 


*Overburden thickness, ft. 
average, ft. 
Approximate area, acres 


Average bitumen saturation 
weight per, cent 


Average fines content in 
plant teed, pér cent 


Bitumen in place, 
bbl. 


Bitumen in feed 
Com plant, Dbl. 


Average bitumen in place 
per acre, bbl/acre 


* The overburden thickness 
in the ore body. 


thickness, it. 


Properties and Bitumen Reserves 


Initial, A and B Mining Areas 


Inttial 
Area 


80-170 
23 


52125 
46 


2270 


inal sts, 


11.4 


580,200,000 


526,200,000 


Za 6,000 


Oil Sands Mining and Conveying 





15 
241,700,000 
210,300,000 


188,000 


Area 
B 





60-180 
120 


30-140 
87 


3690 


16.9 
866,600,000 
750,000,000 


235,000 


includes top and centre reject material 


The proposed open pit mining and materials conveying opera- 


tions gare shown in skigure 93, 


dO ties 


taken from the applicants' 


submiss-= 


The quantities of muskeg and other organic materialsare not 


large in the proposed mining area. 


This type of material would 


mainly be discarded on the side-walls in the mined out areas after 
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FIGURE 2- PROPOSED MINING AREAS 
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FIGURE 3- MINING AND SOLIDS DISPOSAL 
(REPRODUCED FROM THE APPLICANTS’ SUBMISSION) 
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being removed by conventional equipment. The remaining overburden 
materials would be excavated by motorized scrapers and deposited 
in waste disposal areas or used for construction of dams, mine 
dikes and the | aces 

The oil sands would be mined by motorized scrapers operating 
on two benches on a sloping full-cut face. Two drive~over dump- 
ing stations would be used to transfer the oil sands to two 60-inch 
belt conveyors which would deliver the oil sands directiy to the 
extraction plant. A total fleet of about 25 large scrapers would 
be required for the overburden removal and mining operations, with 
about 20 being in service at any one time. The machines would be 
fuelled with diesel oil from the upgrading plant. 

The cut-offs proposed to be used for oil sands feed would be 
six weight per cent of bitumen and, in general, a minimum five- 
foot thickness. Sub-grade oil sands and non hydrocarbon bearing 
materials occurring in the ore body in beds thinner than five 
feet would be included in plant feed. If thicker than five feet 
they would be classed as “centre reject" material and handled as 
overburden. 

The applicants propose to do some additional ‘control driii-}| 
ing ahead of the mining operations in, order to establish more 
closely the pattern of feed and reject materials to be expected. 
The final selection would be done visually by the machine operators 
under the direction of a pit supervisor. 

A maincriterion in the selection of open pit mine limits is 


the ratio of overburden plus reject material to oil sands feed. 


In their submission, the applicants outlined their approach to 
relating Himiting stripping mat lol tomoniersand! thickness... + when 
the stripping ratio tests were applied ES phe proposed 25-year 
mining area, the applicants found that only the small area desig- 
nated U2 on Figure 2 need be excluded for the reason of excessive 


overburden. 


Bitumen Extraction and Dehydration 


The proposed extraction~dehydration system is shown schem- 
atically in Figure 4, taken from the applicants' submission. 
There are only minor changes from the applicants' previous pro- 
cess plans. 

Oil sands from the mine would be fed at an average rate of 
about 147,000 tons per calendar day into four parallel modified 
dense phase extraction units. The first stage consists of 
slurrying the oil sands with steam and hot water in a tumbler. 
The slurry would be screened at the outlet of the tumbler, and 
particles coarser than one~quarter inch would be rejected. 

The slurry would then enter the primary recovery equipment 
with large volumes of fresh water. The bulk of the bitumen would 
be removed from the surface in a froth. Sand would settle to the 
bottom and be removed as tailings while the middle watery stream 
would be transferred to secondary recovery equipment where addi- 
tional bitumen would be recovered as froth and the underflow 


would join the tailings stream. 


8961 'Y3IGWIAON viwaely ‘AYVOIWD 
QUYvVOG NOILVWANSSNOD SVS ANY 110 


(NOISSIWGNS ;SLNVIITddV 3HL WOYS O39NGOYd3Y) 
LASHSMO1d DILVWAHDS W3LSAS NOILVYGAH]G - NOILDVYLX3 - vy INO! 


(NSWNLIG %OO!1) AVA YVGN3IVS Y3d SIZYYNVE— ddd 4d 
QVWIN3LVW 1VWLOL) AVG YVON31VD Y3d SGNNOd GNVSNOHL— GddW 


©) Gdd8 982'¢ 

















































dd ¢Sb'B8-CddW 6EC'ZE 
(1) NaWn lia O31VuOAH30 00dn 2 cee ae 
etna 
tae GOdW bri'z2z 
Y3LVM LOH €) 
fe i 73SS3A 1G 
3 13SS3A HSV 114 ' | uouvuvaas |) 
iS) 
~“ 
= 
NOILYVYQAH3QG 3 
ie! 
HLOYS = GDdW zS¢'09 
: = U3LVM ONISNSONOD 
mM 
” mi 
oI 4 
' 2 
[e) 
= N3SWNLIG 4O ddd gzéez 
OdW ’62'b6! YBIVM LNANT44 
(Q) smd 
NBWNLIG JO Gdda ZIZ‘2 © 
GOdW Ive‘6I€ SONITIVL GNVS 
GOdW £¢6‘06! 
LN3WLV3UL IN3WdINOI AYIAOIZY LN3WdINOS ~—A43A003Y ess ('D) 
NOILOVYLX3 b 
HLOUS ANWONOD3S AMV = 
Bley 
N3WNLIG JO 0ge ¢6b zi 
GddW I22'2 aE 
G 3038 S 
NAWNLI8 40 
Gdd8 82826 





GodwW €89'E62 ANVS YVL 


©) 





ae Lo 


= Ss 






| he A39M Seep a= 
j ‘ | “ oe 
. 7 | : | . 4 ~~ 
G7°M JPe.Qie Zemiuay OAae 
4 . VSM) 18.90 Ga4e V == 
F a ei eee eee 


pa 2 a < rs ae a , o@eA2TAW 1 iu 2. 7 


BU THAD > are a 





| 4: 

p 
| 12 38K ry re) 
AK I ace 

‘ATOR | a 
“WOITARS YAO : | so 





i, 
i 
t 

4 


7 | ah ; | 


| — SS 
Ag 


; : ry Ni 1 uy des 409324} 


andi 


= 
' , ; ae aaaM ria ~ 
- 


wis 7 a), (e reas a : 
| are ay en i we 


4 oa 
> 


oe pe : 
3j/AG #39 2Gnu09 OnAPONT = aoa > 


: *O0!) YAU RaO#2JAS ARS BISA RAC = eee 


aaneWO!T SITANAND2: N3T2v2 OTARG i 3asieel ae 


Ue ‘ANA 3 AAC 1 UGA) _ 


PPROG MCVTAVABSNOS ten Ghe JO | | 


ae 


The combined froth from the recovery vessels would be treated 
for reduction of solids and water by a process not described in 
the application. The applicants stated at the hearing that they 
did not wish to reveal details of this process because they had 
only Limited patent jeoverage; for it. Following, this. step; the froth 
would be heated in a furnace, and then dehydrated in a vessel 
where the water and some light hydrocarbons would be flashed as 
vapour. The overhead vapours would be used to heat water used in 
the slurrying step. The light hydrocarbons would then be separated 
from the steam condensate and piped to the upgrading section. 
The bitumen would be flashed again for water removal prior to 
its being moved to the bitumen upgrading section. 

The bitumen would contain approximately 3 per cent of solids 
(mostly fine clay) and be essentially water free. 

The amount of water and steam required in the extraction 
process would be approximately 268,000 tons (1,530,000 barrels) 
pen .any..0n avout O73. tonsmofawater per ston .of 01 lL isand feed. 
The applicants submitted that the proposed ratio of water to 


oil sands feed is quite low for the hot water process, 


Upgrading of Crude Bitumen 


The proposed bitumen upgrading facilities, the hydrogen plant 
and the sulphur recovery facilities are shown schematically in 
Figure 5. Ihe initial conversion of the o1l would be performed 
in an H-Oil Hydrovisbreaker where high pressure hydrogen would 


convert the major portion of the bitumen to lighter fractions. 


OG se 


The products of the hydrovisbreaker on a typical day would be 
gas, 2320 barrels of butanes, 14,851 barrels of naphtha, 39,542 
barrelis ‘Gf light “eas "oil )°24,;227 barrels “of “heavy gas oil and 
14,562 barrels of heavy bottoms or “vacuum residue". Some of 

the residue would actually be upgraded to provide the 350 barrels 
per day of diesel fuel required by the mining fleet. 

The gas would be processed to remove hydrogen sulphide, and 
part of the gas would then be used in the steam reforming process 
to make hydrogen. The balance of the gas and some of the butanes 
would be used as plant fuel. The heavy sulphurous vacuum residue 
would serve as the major fuel supply for the project. It would 
contain most of the fine solids entering the hydrovisbreaker in 
the Biteucdten 

The other products from the hydrovisbreaker would be further 
hydro=treated as desired to reduce the sulphur and nitrogen con- 
tents and to saturate any remaining unstable components. The 
products would then be blended to make the final liquid products 
of naphtha, synthetic crude oil and specialty oil. 

The applicants stated that two of the most attractive 
features of the proposed upgrading process are that it would per- 
mit considerable tailoring of the products to suit changing re- 
quirements and close matching of fuel production to requirements 
due to the inherent process flexibility. 

The hydrogen sulphide removal tunity would iurnish 4 -concen~ 
trated hydrogen sulphide stream tc ae PC LAE plant for recovery 


of 472 long tons per day of elemental sulphur by conventional 
! ‘ 
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means using a modified Claus reaction process. If one of several 
available processes proved to be applicable, additional quantities 
of sulphur of up to 48 Long tons per day could be recovered from 


the water used in visbreaker overhead and hydrotreater lines. 


Recovery and Conservation 

The applicants predicted that the overall hydrocarbons re- 
covery efficiency would be 70 to 74 volume per cent, depending 
upon the location of the oil sands being mined. The estimated 
volume per cent recoveries for the various process steps were 
86.6 to 90.7 for mining, 93.7 for extraction-dehydration, and 
Siyv2 1Ot Uppradineg. — On a welght basis, the predicted upgrading 
Pecovery was J9.) per cent. 

The comparable volume per cent recoveries predicted in the 
1963 application were 83 for mining, 85 for extraction-dehydration, 
apa? SLOT uperadin ec, 

An estimated 66.2 per cent of the sulphur entering the up- 
grading process in the bitumen and dehydrator overhead oil would 
De Tecovered as elemental “sulphur. This is an increase of 17 per 
Cent Over the recovery predicted in the 1963 application, 

Recovery and conservation are discussed more fully in 


Seetrvon. V La. 


Disposal of Wastes 


ine; locationsyof the major disposal facilities for sand 


tailings and waste water are shown on Figure 1. 


(1) Sand Tailings and Sludge 

The tailings and effluent water streams from the extraction 
process would be combined and disposed of hydraulically. During 
the first five or so years of operation, the tailings stream would 
be deposited from trestles behind a retaining dam to be built on 
the south side of the initial tailings disposal area. Water 
would drain northwards from the tailings piie to the retention 
pond formed by a dam. The water Seis ey thateperts Overt ie 
bitumen and clay sludge which was not retained in the poresof the 
sand, tailings pile. tThevseludpe would settle in) the meren ton 
pond. The entrained bitumen would also settle to the bottom, 
except for a frothy portion which would be skimmed from the pond 
Surtace. 

The maximum height of the sand tailings pile would be about 
175 feet above the original bed of the diverted Beaver Creek. 

In future years, the tailings and effluent water stream 
would be. directed to diked cells ain the mined) out area and the 
drainings would be pumped to the retention pond. 

The combined tailings stream from the extraction plant 
would contain approximately 121,000 tons per day of solids’, 
135,000 tons per day of water and 2,000 tons per day of bitumen. 

The ultimate restoration of all tailings and sludge areas 
would involve a grassing or other vegetation cover program. In 
the case of sludges, it would takea considerably longer time 


for sufficient compaction and drainage to occur to permit growth. 


(2) Waste Water 

The main waste water streams have been described above to the 
point where the water becomes clarified by settling and froth 
skimming. Contaminated waters from bitumen upgrading would also 
be treated and pumped to the retention pond, 

The clarified water from the pond would be almost entirely 
recycled to the extraction plant when the pond became full. 

The applicants stated that if it proved necessary to decant water 
to the Athabasca River, they would be obliged to observe the re- 
quirements of the Alberta Department of Health. 

The remainder of the project water system would not receive 
any plant contaminants such as solids or oily wastes. This part 
of the system would supply water to the plants and would receive 
in return only clean water such as plant cooling’ water. 

The Alberta Department of Health has advised the applicants 
that the proposed general approach to water pollution control is 
considered suitable. The applicants would be required to obtain 
the Department's approval of detailed pollution control plans 
before proceeding with the project. 

(3) Wastes Entering the Atmosphere 

The major air pollutant from the project would be sulphur 
dioxide gas contained in the stack gases. The average emission 
rate would be 475 tons per day of sulphur dioxide or 211 long 
tons per day of sulphur. As in the case of water pollution 
control, discussions have been held with the Department of 


Health regarding air pollution control. The Department advised 


5S 82 = 


the applicantsethat themcontnrolwor sulphur dioxide and also of 


particulate matter®must* be considered by ite in detail 


AUCLI Davy ela Gilel Lies 

Mildred Lake would be used as a fresh water reservoir for 
the project water supply. The diverted Beaver Creek would be 
the main water source, and the Athabasca River would supply any 
deficiencies and receive any overflow. 

The applicants have held preliminary discussions with 
utility companies interested in supplying electrical power, 

- steam and treated water and they would anticipate using existing 
pipe line facilities to market the hydrocarbon products. They 
would be willing, however, to construct both the power-steam 
plant and the pipe line if suitable contractual arrangements 
cannot be made. 

The total capacity of hydrocarbon tankage to be installed 
would be in the order of 4,000,000 barrels. 

The use of natural gas is not anticipated by the applicants, 
but if gas became available it would facilitate plant start-ups 
and would permit an increase in the yield of liquid hydrocarbon 
DErOdWcts Gi gas weré used as fuel in place of some of the resid- 


mel abil, 


Description and Value of Products 


The specifications of the plant hydrocarbon products 
streams are not firmly fixed. It would be the applicants' 


intention to be able to blend components to provide several 
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qualities of synthetic crude and specialty oils, 


The following typical 


specifications of the products were 


provided in the application and in the applicants' evidence at 


the hearing: 


Synthetic Crude Oi 


Gravity 


(1) 


Sulphur 
Nitrogen 
Solids 
Liquid Fractions, 
Butanes 
Coc 
380° - 650°F 
650°F plus 
U2)? @bpecd ality: 011 
-In this case, 
expressed as an expected range. 
Solids 
Average Liquid Fractions, 
380° - 650°F 
650°F plus 
Viseonltys ete 100" feos Ueice 
(Saybolt universal seconds) 


Sulphur, weight per cent 


34.0° API 
0.3 weight per cent 
0.07 weight per cent 


mae! 


volume per cent 


153 


Lee ae 


50D 


2A D 


the viscosity and sulphur content are each 


Tat 


approximate volume per cent 


30 

70 

WS. to) Liv 
Ute Co ear 


(3) Naphtha 


Gravity, degrees API 50 = 60 
Sulphur, weight per cent ORL 
Boiling Range C4/320° - 400°F 


As discussed previously, elemental sulphur would be produced 
in addition to the above products. The crude bitumen contains 
small, but significant, quantities of vanadium, and the applicants 
stated that ass was a good Pee ih ether this metal would be 
produced, presumably from fuel oil ash. 

As the Board understands the application, electrical power 
generated with plant fuel will not be distributed beyond the 
project boundaries. 

The estimated values of the hydrocarbon products on a per 
barrel basis at Edmonton were estimated by the applicants to be 
64/00 for naphtha, 92.7) plusstoresyutheticemer cd emeomancg3 7 00 
plus) for the specialty oils. siher sulphur is expected to sell at 


the plant site at $25.00 per long ton on a long term basis. 


Market Potential 

The applicants prepared estimates of supply and demand for 
oil in Canada and the United States. 

(1) United States Supply and Demand 

Declining exploration activity jand the likelihood of higher 
costs indicated to the applicants that the United States would 
encounter difficulties in exceeding historical reserve finding 


rates. The applicants' study assumed that the United States 


life index, which had declined each year since 1958, would con- 
tinue to fall. Supply-demand relationships were developed for the 
period 1967 to 1985. Based on an extrapolation of historical 
growth rates, and the application of judgment to future trends, 
United States demand for liquid hydrocarbons was anticipated to 
increase steadily from 12,583 thousand barrels per day in 1967 

to 18,832 thousand barrels per day in 1985. The supply forecast 
included a state by state examination of drilling activity and 
reserve appreciation and assumed that for policy reasons the 
United States life index would not fall below nine years. Domestic 
supply of conventional liquid hydrocarbons was expected to rise 
from 10,222 thousand barrels per day in 1967 to 11,637 thousand 
barrels per day in 1980, falling marginally to 11,605 thousand 
barrels per day in 1985. 

The resulting supply-demand deficiency rose from 2,361 thousand 
barrels per day in 1967 to 7,227 thousand barrels per day in 1985. 
At the hearing, Mr. Daniel, a witness for the applicants, indicated 
that the impact of the Prudhoe Bay discovery in Alaska had been 
allowed for in the supply forecast and that even if this allowance 
were insufficient, the possibility that the demand forecast would 
be Low may provide a compensatory adjustment in terms of the 
deficiency calculation.. The manner in which the deficiency would 
be supplied was assessed by projecting the historical growth of 
overland imports and the potential availability of i!nited States 
synthetic production. The difference between the deficiency and 


the anticipated level of overland imports and synthetic production 
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was attributed to overseas imports. On this basis the proportion 
of United States demand for liquid hydrocarbons satisfied by over- 
seas sources of supply was expected to rise from 15.5 per cent Ln 
1967 to 26.6 per cent by 1985. The applicants expressed the be- 
lief that the United States would be reluctant to allow such a 
degree of dependence on overseas sources of supply and that con- 
sequently the attraction of Canada as a secure supply source would 
be enhanced. Under these circumstances, current restraints on 
the importation of Canadian oil into the United States would be 
relaxed by the mid-1970's, which would permit Canadian conven- 
tional oil to penetrate to its economic limit by this time. 

(2) Canadian Supply and Demand 

Estimates of exports of Canadian oil defined as crude oil 
and equivalent to the United States were prepared for each rele- 
vant PAD District based on an overall supply-demand balance for 
each such area. Total exports were anticipated to rise from 412 
thousand barrels per day in 1967 to 1,226 thousand barrels per 
day in 1985. Estimates of domestic demand for Canadian oil were 
derived from an energy requirement forecast which was related 
to anticipated economic growth. The distribution of the total 
energy projection among energy sources was a function Oiled a) a 
bility, convenience and price. Canadian demand for Canadian oil 
was expected to increase from 632 thousand barrels per day in 
1967 to.1,120 thousand barrels per dayne LU Soke Tuussehe app li- 
cant forecast that the total demand for Canadian crude oil would 


rise from 1,044 thousand barrels per day in 1967 to 2,346 thousand 


banrels per day ingeooo.. 
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the projection of Canadian supply assumed a gradual decline in 
production from Saskatchewan, increased production from British 
COPE laa Lethe mda o Ate with little wardiation sthereatter and 
constant production levels from Manitoba, Ontario and other areas. 
It was anticipated that production from new aveas,, Such .a~s ,the 
Northwest Territories, would be available in the pa Gly, 6197.01 sana 
would rise to, 390,000 barrels per day in, 1985... Overall, iproduction 
from areas in Canada west of the Ottawa Valley, other .than ,Ail ber ta, 
was forecast to rise from 332 thousand barrels per dary ain .19.674.to 
292 thousand barrels per day in, 1938:5. Subtracting such amounts 
from the total demand for Canadian oil yielded requirements for 
Alberta oil of 712 thousand barrels per day in 1967), increaging) io 
1,761 thousand barrels per day in 1985. 

Farther, details of, the applicants’ evidence concerning 
United States supply and demand, the operation of the United 
States Oil Import Program and Canadian supply and demand are given 
in: sections x, Alo and Vill. respectivel y. 

(3) Heavy Fuel Oil Markets Within Canada 

The applicants included figures ewe the demand for, and 
domestic production of, heavy fuel oil - defined, principally as 
Number 6 fuel oil - in Ontario and British Columbia. Maximum 
and minimum cases were presented for’ demand, which reflected a 
variation in the proportion of the market supplied by natural gas. 
For Ontario, maximum and minimum eA were also projected for 
production. However, the variation was small, and under both 


cases production was expected to show little growth, the main 
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reason for which was an anticipated reduction in the availability 
of Saskatchewan medium gravity oils. Production of heavy fuel 
oil in British Columbia was estimated to increase gradually. The 
heavy fuelVotl@detretency an Ontario Co be supplied by impor es and 
transfers “rom ‘Provinces “east of Ontario was “anticipated to™@in- 
crease from some 24,000 barrels per day in 1967 to 70,000 barrels 
per day and 54,000 barrels per day respectively for the maximum 
and minimum cases in 1980." Corresponding fees fore pag tio 
Columbia were 86) 000 barrels per "day in” 1967 rTrisine to 22,000 
barrels@per day and’ 1s, 000 barrels per day respectively in 1960: 

Further *detarls of the applicants projection are ¢iven in 
Se Cilmi Ar. 
Dispospilony oLer roducts 

The spavrevecipatory Share OF wn thautre Rilchiie.d, Gltres 
Service and Imperial each in the disposition of products from 
the proposed plant amounted to 30 per cent. Under the anticipated 
plant output (configuration of 50,000 barrels per day of synthetic 
erude oi l7e25,000 barrels per day of specialty oil and 5,000 
barrels per day of naphtha, each such share amounts to 15,000 
barres per “day, 7s 500°barrels per day and 1,500 barrels per 
dayeoOpeenme= vespective pHoduces.  UIhe™ responsibility for dispos1— 
tion Om ythes remaining "LOr percent” share of the plant output, 
Anounei mero) ,J00'barrels per day of “synthetic crude, oil, 925-500 
Darnell ss pegedaysonespeeralty@ovl wand S500 "barrels, per dayveo © 
naphtha, was Royalite's. The manner in which each participant 
intended to dispose of its share of production is summarized 


below. Each company used the designation 'new within reach' 
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markets and ‘beyond reach' markets in the sense invested in 
these terms by the Alberta Government's 1968 O11 SSnds Pas DRGs 
SplaLement. 

Co Abi eitlic nhecieiecid Company 

Prerantic Richt .leld proposed. to market 4ts ‘share of othe 
synthetic crude oil in ‘new within reach' markets. The company 
did not envisage purchasing Alberta oil in the foreseeable 
future, either for direct use or by exchange, except under ‘the 
Cermovet 4, Dernit Telating to the application. " During “testimony, 
Mrs pm rlock, tie Witness tor Atlantic Ri¢htield, “indicated the 
most likely arrangement would be for Atlantic Richfield ‘te 
initiate an exchange agreement with a refinery in the Chicago 
a¢ea, but that ne™such agreement could be concluded five years 
in advance of the time at which the: supply will be available. 
The disposition of the specialty products was designated for 
"beyond reach' markets, possibly in Canada, but more likely in 
the Great lakes area of the United States, in a manner similar 
to the arrangements proposed "by “Cities Service. The naphtha was 
also designated for ‘beyond reach' markets. 

(2) Cities Service Athabasca, Inc. 

Cities Service proposed to dispose of its share of synthetic 
crude oil in 'new' markets within reach. At the hearing, Mr. 
Hamilton, Gities Service's witness, stated that in all proba- 
bibecy the resinery woncerfed would ber Cities Service's plant 
OL East Giiceso, which in the absence, of thée™-incentives under 


the Oil Sands Development Policy would not find Canadian oil 
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an attractive teedstock. “Similarly tomAtlantieenichntiedds 
Gittes! Service indicated “thatethe conclhuistonwoL cirmearcan eq 
ments so far in advance was not feasible. Cities Service an- 
ticipated marketing its share of {the specialtyeoils andmnaon- 
tha in 'beyond reach! markets. The market designated for the 
specialty oil was the heavy fuel oil market in the Great Lakes 
area. 

(So) eo lmpertvals Orly limited 

Imperial said it intended to dispose of Dtisers age. cont 
synthetic crude oil by agreement with ats affiliate, Humble O77 
and Refining Company. This company Bre en oie did not purchase 
Canadian oil in the United States Midwest. Humble Oil and 
Refining Company proposed to market the synthetic crude oil by 
exchange or processing agreement with a Chicago area refinery 
Or possibly at a refinery which®1t may. const ruicte:lom thes Chiusea co 
anneal sAte the hearing, Mr. Yeager, the witness from fiunmple: On 
and Refining Company, indicated that the designated markets 
would most likely be of the ‘new within reach' character, but 
that somes possibility did exist for disposal) in “beyond reach ' 
markets) Moye Yearcer averred that it was not practicable for 
Humble Oil and Refining Company Co enter into; mone, definitive 
atiameementisa.t) this eae ipa aul Ss baie Us UC havtemelLe woulldmemar ket 
the spectaliy ols in, “beyond reach” markets and Gin particular 
by displacing imports and transfers in the Ontario fuel oil 
market. The naphtha also was destined for beyond reach mar- 
Kets, Mr. Maier, the witness for Imperial, indicated that 


overseas markets for this product might be developed. 


(4) Royalite 

Royalite arranged through The British American Oil Company 
Limited to sell its share of the Syn the tresgcruydepoi | stosGu ) ha04.1 
Company for processing at its Toledo refinery, which Royalite 
Preposed.toetreat sasiasinew,within reach’ market., Mr. Hoskins, 
the witness from Gulf Oil Corporation, testified that the pro- 
cessing of theeamounts poe cyea ei bunt and esynthetic.crude oi) 
contingent, upon approval of the application would be.over and 
above any volumes of Canadian oil which may be processed at the 
Toledo refinery at the time when the synthetic crude oil be- 
comes available. Royalite proposed that the specialty products 
and naphtha would be marketed by The British American Oil 
Company Limited in 'beyond reach' markets. The specialty oil 
was designated for the heavy fuel oil market in Ontario and 
possibly British Columbia, where it would displace imports or 
transfers from Eastern Canada. 

Each applicant stated at the hearing that if "beyond neaeu) 
markets for naphtha were not available, this product would be 
Dkendedsewith the synthetic crude oil, while a like volume of the 
heavier component of the synthetic crude oil would be diverted 
to,the specialty oil stream. Hence, under these circumstances, 
thee Volume Of Synthetic crudé oll for disposal jwould.remain at 
SO,00@ barrels per day, while the volume ,of specialty oil would 
iugpedegaeto 50,000 barrels per day, The applicants’ intention 
of marketing the specialty oil in 'beyond reach' markets re- 


mained unaltered, 
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Further details concerning the applicants’ proposals for 


the disposition of the plant product are included ine sect: ones Cie 


Cost Estimates and Scale of Operations 

{1} Cash Requirements 

The tabulation which follows shows the initial cash require- 
ments in dollars as estimated by the applicants: Anticipated 
price escalation is included in the figures. The mruing and 
materials handling item includes the cost of waste disposal 
facilities. The term "“offsites" is a general term intended 
to include facilities and equipment needed to run the plant and 
includes tankage, administrative, shop, warehouse, safety, pump- 
ing, €lectrical distyibution and communications facilities, site 
preparation, piping and mobile equipment. 


Construction Costs 


Mining and Materials Handling Si95 5007009 

ney sys and Dehydration 28, 1.007, 000 

Bitumen Upgrading 73.6007, 000 

Gftisites | 3260 00,000 
Total Construction Costs Spo. fOr O00 
Pre-production and Start-up Costs 15 3005000 
Townsite Subsidy . 35 O00R OCU 
Working Capital oye OOO 
Interest During Construction 10,300,000 


Total Cash Requirements GeO en OURO 
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Not included in the above are research and development 
expenses already incurred and the cost of future pilot operations. 
The average annual capital addition after start-up, as estimated 
Dy ecue apple cance, would be 93,000,000, 

(2) Operating Costs 

The annual operating costs including utilities were estimated 
By tne applicants at 526,300,000, This figure does not “include 
depreciation, snterest, income tax, pipe Line tariffs or Crown 
royalty. Approximately one-half of the operating costs would be 
for (Minin es 

(3) Scale of Operations 

The applicants contended that the optimum economic produc- 
tion capacity of a plant such as the one proposed would exceed 
POO 70G0 berrels per day of synthetic crude oil. They stated that 
the production rates they have applied for, that is a total of 
S0, 000) barrels per day of all hydrocarbon products, is the mini- 
mum configuration which would satisfy their various investment 


mite haa. 


Financing 

Each of the participants would provide and make arrange- 
ments for financing its share of the project, including the 
construction and operation of the plant and all attendant 
facilities, by the most suitable means for its own purposes 


and participation, 
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Development Program and Commitment to Proceed 


Preliminary engineering for the project has been underway 
for several years, and would be accelerated if and when the 
project were approved. The applicants submitted a development 
schedule for the years following an approval, and it is outlined 
below: 

Year Operation 

1 | Final piloting of the extraction and upgrading 
processes to obtain data for commercial design 
to begin and be completed. Process Op tim iZ = 
ation work to be completed and some specifica- 
tion work begun. 

2 Specification work to be completed, bids to be 
received and all major contracts to be Let. 

Site preparation work to be conducted, 

3 Site preparation to be completed. Major plant 
construction to begin. 

4 Plant construction to continue and pre-stripping 
of overburden to be carried out. 

3 Construction to be completed. Start-up of the 
project to occur over a five-month period. The 
total plant should be on stream 4% years after 
the Ee ec one nt of one program. 

ne applicants predicted that the plant would go on stream 

in 1973 and reach sustained production in 1974 if the application 


should be approved. 


hones 


The applicants stated in their submission that they would 
proceed with engineering and construction upon approval of the 
application "subject only to evaluation as required of regula- 
tony nueca  edndecconomicutactors which would seriously jeopar- 
dize the success of the project". The type of factor which might 
cause a decision not to proceed was described by Mr. Spragins 


of Syncrude as a "major unforeseen event". 
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ILL SUBMISSIONS OF INTERVENERS 


Banff Oil Ltd. and Aquitaine Company of Canada Ltd. 


Banff and Aquitaine, in a joint intervention, objected to the 
applicants interpretation of jthe O11 Sands Development Policy and 
contended that ‘the application was "not in accord with the letter 
and spirit" of the policy, and should be denied. 

With respect to the “new within reach markets" for synthetic 
crude oil, Banff and Aqiitaine disagreed with the applicants’ claim 
that the latter's proposed markets in areas or refineries now or 
soon to be served by Canadian conventional crude oil could be 
considered as "new" markets. 

With regard to the specialty products, these interveners 
stated that the composition of these products basically would be 
the same as synthetic crude oil and it would be unreasonable to 
accord them preferential treatment as regards to marketing. Banff 
and Aquitaine claimed that the specialty oil proposed by the 
applicants was not unique and could be made on a competitive basis 
in appropriate facilities from conventional crude oil, but in 
answer to a question, Mr. Last of Banff said that it was not 
Bantfe's contention that the specialty oils proposed to be produced 
by the applicants could be produced economically from Alberta 
Saonventwtonal crude o1l under the proration, pian. 

Banff and Aquitaine expressed tiembediler sthat. Lf the: applicants” 
marketing philosophies were adopted, oil sands: production would 
increase greatly above the 150,000 barrels per Hee amit. to. Ene 


advantage of refining oriented companies and the detriment of others 
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meee wconventional Ole industry: "Control ot the Alberta prorat ion 
plan would: shift, “they “said;*to the refining companfes. 

The recommendation of Banff and Aquitaine was that the full 
80,000 barrels per day output of the proposed plant be considered 
Muti teat eel SO; 000sarrals i iperuday *policy ‘Limit, and that the 


Limite betstwictly maintained: 


Canadian Fina Oil Limited 

Canadian Fina expressed the belief that the scale of the 
proposed project should be established at the minimum economic 
(evel an, taltners LOetle conventional crude oil industry and other 
oil sand owners, and to meet the Government's objective of 
stimulating and leaving room for additional technological 
development. It argued that upon the evidence the applicants 
should be able to proceed with a smaller plant. 

In the opinion of Canadian Fina, the application provided 
Pittte support for their position that "new within -reach™” markets 
would satisfy the Oil Sands Development Policy. Canadian Fina 
said that it was for the Board to decide if the evidence at the 
hearing had supplied this deficiency. 

Subject to the above ‘qualifications, Canadian Fina supported 
the granting of the Syncrude application. 

Mre Harvie, Che -Cankdian Fina®*witness, said that 2f the 
proposed $200 million investment should be made and employment 
generated for a thousand employees, and then the applicants should 
fail to satisfy the Board that they were complying with the Oil 


Sands Development Policy, political pressures in the Province could 


eae 
prevent a shut down or partial shut down of the project. 


Chevron Standard Limited 

In addition to its submission, at the hearingChevron extended 
its evidence to embrace details on the United States market for 
Canadian oil and the United States supply-—demand balance. 

(1) United States Supply and Demand 

On the basis of an anticipated average annual growth rate of 
22 7) > per cents Cue vson estimated that the United States consumption 
of liquid hydrocarbons would rise from 125758 thousand barrels per 
day in 1967 to 18,060 thousand barrels per day in 1980. Production 
of liquid hydrocarbons was anticipated to rise from 10,222 thousand 
barrels per day in 1967 to 12,795 thousand barrels per day in 
1980. The latter figure included 100 thousand barrels per day of 
synthetic oil. The supply forecast was based on normal reserve 
additions, predicated on historical rates experienced for the 
taste lOmlomLsayeato ws DUted 1danOtua ll Owe tor substantial new 
developments, such as are indicated for Prudhoe Bay. On the 
basis of these figures, Chevron projected a United States deficit 
SOraliqiid Nydrocarbons Tising@fvom 2,536 thousand barrels per day 
in 1967 to 5,265 thousand barrels per day in 1980. 

(2) (Ganadian Exports to sthe United States 

With respect to District V, Chevron anticipated that Canadian 
exports would fall to 120 thousand barrels per day in 1970 and 
subsequently increase to 225 thousand barrels pen day by 1980. 
Chevron qualified this forecast insofar as no allowance had been 


made for additional domestic production resulting from the Prudhoe 
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Bay discovery or from potential offshore discoveries in California. 
Chevron said these developments could 'supress! any growth in 
Canadtantexports (Co 8Dietrict -V ; IneDpistricrese = Peto Cly > Chevron 
anticipated that exports of Canadian crude oil and products could 
rise from 254 thousand barrels per day in 1967 to 830 thousand 
barvvelPe ep er day in 1 9'S0 . In testimony, Chevron alluded to several 
nascent or proposed pipe lines related to areas served by Canadian 
oil, which it contended would ensure continued competition for 
Canadian oil from United States domestic sources of supply. These 
developments and other considerations indicated to Chevron that 
eontrols “on the export “of “Canadian oil**to the United States ‘would 
not be relaxed by the mid-1970's. 

(3) * The Application and the O11 Sands Development Policy 

In its submission, Chevron contended that the marketing of 
synthetic crude oil must of necessity displace Canadian conventional 
Sil pander the terms of ‘the *current United ‘States’ O11 Import. Program, 
Chevron interpreted a "new within reach" market as referring to a 
pererai area Tatner tian ‘a specific refinery. It contended that, 
1f in fact “thew market was Intended’ Co refer to speciric Treiineries: 
the applicants evidence’ as’ ‘to the disposition of products, with 
the exception or Royalite 's, was sutfitiently indefinite as noc to 
warrant serious consideration. The Royalite proposal to utilize 
the Cult O11 Corporation  retinery at Toledo would not qualaty a6 
a "new within Teach’ market, since it constituted, in Chevron's 
opinion, a normal growth market for Canadian oil. With respect to 
the marketing of specialty oils in “beyond reach" markets, Chevron 


submitted that the fuel oil markets proposed by the applicants 
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were ones which the conventional industry could serve equally well 
as compared to synthetic oil in terms of price and quality. On 
the basis .of ‘the applicants ' testimony, yChevron pconcluded thatthe 
applicants classed as. specialty oils)a product iistinguishable 
from .synthetic crude ,oil jonly by its market, 

With respeet to the satisfaction of the Life index test under 
the ,Governments .10iL Sands, Pol teye, jon the basis of a reserve growth 
rate of 450 million barrels per year and the applicants' demand 
figures, Chevron computed an Alberta life index of 22 years for 
1973, the date at which the proposed plant was scheduled to 
commence production. In view of the Government's adoption of a 
12 to 13 year minimum life index, Chevron suggested that the 
application be deferred until it appeared likely that the reserve 
life index would approach this level within 5 years. 

Chevron contended that the incentive for growth under the 
proration system depends on the equal opportunity of each producer 
to participate, in the total market. Lefena fixed portion of the market 
should be allocated to the applicants the concept of equal opportunity 
would be weakened. Chevron said that this feature was contrary to 
the intent of, the Government, O1l sands, Policy. 

Chevron further contended that approval of the application, by 
destroying in part the ground rules on which existing investments 
in the conventional industry had been made, would adversely affect 
the investment climate. Chevron considered that the applicants' 
project would have less overall impact on the provincial economy 
than that resulting from any reversal in the growth of the 


conventional industry. Moreover, it would reduce the revenues that 
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would have been available to the Provincial Government. As such, 
approval or the "project was noe in the public “interest. 

Chevron voiced the view that oil sands technology was 
Suftficiently in advance of o11 from coal or oll from ‘shale 
programs in the United States that apprehensions of competition 
from these sources were unfounded. 

Chevron concluded that the applicants have not made their 


ease in any respect, and the application ought to be denied. 


Dome Petroleum Limited 

Dome requested deferment of the application because, in its 
opinion, the granting of the application would not be in the public 
interest and would be detrimental to the conventional crude oil 
industry. The reasons presented by Dome in its submission were: 

(1) The future market for Alberta conventional crude orl wi 
be subject to pressures from a new producing region in Alaska and 
from products from offshore oil which will penetrate the Ontario 
market. 

(2) Any synthetic crude oil exported to the United States will 
displace conventional oil from that market under the United states 
oil import program, 

(3) Prorated Alberta crude oils have been receiving a 
decreasing share of the available market, are producing at less 
than half capacity and will continue to have a high life index. 

In contrast, the Syncrude plant would produce at PULL ecanacity 


at a much lower production unit investment cost. 
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(4)e Syiorudesss proposed mining and processing methods may 
not be much different from those now eels Cn. 

(5) Time should be allowed to assess the effects of the 
above factors on the market for conventional crude oil, rather 
than approving further production of unprorated synthetic crude 
oil at a time when the outlook for improved crude oil markets is 


Ter GLONUU pater 


Towne Of FoOmt, omLtn 

Fort Smith said it is in favour of the Syncrude project, as 
it would contribute to the growth and development of north-eastern 
Alberta and the Northwest Territories. This would contribute 
to the development of gypsum deposits at Peace Point and other 


mineral resources, of the north. 


Great Canadian Oil Sands Limited 

Creat Canadian supported the Syncrude application on the 
baste that construction of the project would afford opportunities 
for co-operation between the two oil sands development companies 
in areas Of mutual interest. These areas Of interest were 
defined at the hearing by the Great Canadian witness, Mr. Biwi 
as the fostering of community development, assistance in emergencies, 
foint use of O11 and gas pipe lines, development of roads and 
communication networks serving the area, attracting suppliers to 
the area and hastening the availability of a connection to the 
Alberta electrical power grid. 


Great Canadian stated that ac had placed before (the Board an 
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application to increase the production limit of its own plant 
Dy about 20,000 barrels per day to 23,725,000 barrels per year of 


SUnererL.e crude ol... 


Great Plains Development Company of Canada, Ltd, 


Great Plains expressed the belief that a portion of the 
oil sands production that may be permitted under the Oil Sands 
Development Policy should be reserved for production from the 
Gold Lake oil sands in order to encourage research into in situ 
methods of exploiting these deposits. Great Plains and others 
are currently engaged in such research. It said it is possible 
that Cold Lake deposits could be economically produced before 


completion of the applicants' 


proposed plant. 

In the opinton of Great Plains, the Syncrude marketing plans 
did not appear to comply with the Alberta Oil Sands Deve lopment 
FOLEY . It submitted that the applicants have not adduced 
sufficient evidence to ensure that the synthetic crude oil will 
be marketed in "new" markets or in "beyond reach markets" in 
accordance with the policy. 

Creat Plains contended that oil sands oils exported to the 
United States would directly or indirectly displace conventional 
Canadian crude from that market. It interpreted the applicants' 
presentation as depending on the absence of restrictions on 
importation of Canadian crude oil into the {inited staves in the 
mid-1970's. Great Plains argued that, upon an analysis of the 


' 


testimony at the hearing, the applicants' witness regarding 


supply and demand in the United States and the probable future 


ys 


course of the United States O11) Import Program suponsthe 
weight of evidence, must be taken to be wrong. 

Great Plains concluded that approval of the application should 
be deferred until the applicants can show that’ their marketing 


will comply with the Oil Sands Development Policy. 


Hudson's Bay Oil _ and Gas Company Limited 


In Hudson's Bay's argument it submitted that the dominant 
issue was whether or not the applicants had satisfied the Board 
that approval of the proposed project at this time would not 
prejudice the conventional crude oil industry beyond what is 
reasonable. Otherwise, a further Look should be takenvatathe 
project two or three years hence when "further and better 
information can be reasonably expected". 

Hudson's Bay argued that the Board, before granting the 
application, should be satisfied with the applicants' propositions 
that offshore imports into the United States will be kept at 
16 per cent of the domestic production for the foreseeable 
future and that the present Reror ae quotas restricting volumes 
of Canadian crude oil imported into the United States will be 
entirely removed by the time Syncrude's proposed plant is on 
stream. While Hudson's Bay said this was a matter for the Board 
Co décide, it indicated that it was impressed by the Mobil and 


Chevron witnesses who disagreed with the Syncrude propositions. 


Independent Petroleum Association of Canada 


IPAC submitted that the application does ‘not meet the require— 


ments of the Oil Sands Development Policy, particularly with 
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respect to "new" markets. It argued that before a market can be 
accepted as a new market it must be shown to be 

(a) one that is not being served today, 

(b) one over and above the normal growth in 

existing markets, and 

(c) one representing a net growth in total market. 

IPAC took issue with the applicants' testimony regarding the 
probable course of the United States Oil Import Program. Its 
WLUNGCHSS Wea CeaRach Sires, e8aidethete!’were “constant.and ever- 
increasing pressures" from a large number of sources for the reg- 
ulation of the access of Canadian oil to markets in the United 
Stateateand fori statutory provisions» forssuch regulations, He 
listed and discussed many such sources of pressure. 

In advancing its argument regarding the United States Oil 
Import Program, IPAC challenged the applicants! supply and market 
studies, and with reference particularly to American supplies 
indicated they are subject to uncertainties because of Alaskan 
discoveries and offshore reserves. 

This intervener, in discussing the Chicago and Toledo area 
markets, submitted that these areas are, or with completion of 
pipe line facilities now under construction soon would be, served 
with Canadian conventional crude oll, and subject to purchaser 
preferences in some cases, the Canadian conventional crude oil 
would have a good competitive position. The applicants' claims 


for a "new'' classification for within reach markets cannot be 


assessed satisfactorily because each involved a subjective opinion 
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to which an independent objective analysis cannot be applied, and 
because it would depend on political and international reasons as 
well as company commitments. It also submitted that geographical 
location rather than individual company decisions should deter- 
mine the classification of the market. 

In light of the above, IPAC submitted that the applicants' 
proposed production would displace and supplant Canadian conven- 
tional crude from its foreseeable aaheeeee 

With régard*to the specialty ’oil referredaitovinithe applicas 
tion, IPAC' areued thatvit*would*berinvrealityedesirablegretinery 
feedstock. 

In its argument, IPAC commented on the questions regarding 
surveillance of marketing that had been asked during the hearing. 
It ‘satd®provisions  forvsurvedtilanceycannotabega substitutesior 
the application satisfying the requirements» of) the oil Sands 


Development Policy, which IPAC submits it failed to do. 


Mobil OiiwotmCanada utd. 

Mobil submitted that the application did not conform to the 
requirements of the Oil Sands Development Policy. With respect 
to the applicants' proposals for the marketing of volumes of 
synthetic crude oil and any associated conventional oil in “new 
within reach" markets, Mobil contended that the operation of the 
United States Oil Import Program would preclude the applicant 
achieving a net growth in the total market, since Canadian con- 


ventional oil would be displaced. The "new" markets designated 


mt lade 


by the applicant would only result in increased Canadian production 
Peeimportesawereuunrestricted., Mobil said it did not“believe that 
the United States Oil Import Program would accommodate such a 
revision by the time production from the proposed plant would be 
available. As a result, it expressed concern that approval of the 
application would secure preferential treatment for the applicants 
as importers of ALberta ‘oil’. 

Mobil submitted that the objective of maintaining the tech- 
nological position of the oil sands as a source of synthetic crude 
oil would best be satisfied by the development of a variety of 
exploitation processes, and that "sufficient incentive, in terms 
of oil sands allowable, should be available" to encourage alter- 
native techniques. Approval of the proposed project could exclude 
other projects which may be able to commence production within the 


next five years. 


Pan American Petroleum Corporation 

Pan American did not present a submission at the hearing, 
but did summarize its views in written argument. Pan American 
neither supported nor opposed the application, but did request 
that some incentive be retained under the terms of the Alberta 
Oil Sands Development Policy to encourage expanded development 
of in situ bitumen recovery schemes. 

The company noted that in situ methods, such as it and 
others are developing at great expense, will ultimately be 
responsible for the major part of the recovery from Alberta's 


oil sands. 
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IV STATUTORY PROVISIONS AND THE GOVERNMENT'S 
OIL SANDS DEVELOPMENT POLICY 

This section outlines the provisions of The Oil and Gas 
Conservation Act under which the subject application was made and 
the Alberta Government's Oil Sands, Development Policy in the light 
of which it must be* considered. 

Part VIA of the Act, dealing with oid@ sands, jwass firsts en. 
acted in 1960 and has remained Babee ane tele, unchanged since 1961. 

The Policy was enunciated in October, 1962, and a statement 
modifying it was made in February, 1968. This section, recapat-— 
ulates some of the principal requirements of the, orioinal, policy 
and the modifications of this year. To show how the Policy has 
been interpreted by the Board, passages from earlier Board re- 
ports are reiterated. The recommendations reached in each of 
these earlier reports dealing with schemes for commercial produc- 
tion from oil sands were accepted by the Lieutenant Governor in 


Council. 


Statutory Provisions 


At the 1968 session of the Legislative Assembly of Alberta, 
the provisions of The Oil and Gas Conservation Act raleatungeto: oa 
sands were amended in the light of the new policy statement. To 
this end new definitions were placedin the Act, and Part VIA was 
reworded employing the newly defined terms. The substance of Part 
VIA as it applies to the present application was unchanged. The 


amending act also contained some incidental amendments concerning 


oil sands, such as those to the taxatimand reporting provisions, 
PLNAterelete neither to the policy nor to “applications Tike that 
now under consideration. 

The new. definitions are as follows: 

"crude bitumen'! means a naturally occurring viscous 

mixture, mainly of hydrocarbons heavier than pentane, 

Chats may, Contain sulphur compounds, and that in’ its 

Metur ally Cceurring Viscous state is not recoverable 

at a commercial rate through a well; 

"oil sands" means sands and other rock materials which 

contain crude bitumen and includes all other mineral 

substances in association therewith; 

“synthetic crude oil™ means a mixture, mainly of 

pentanes and heavier hydrocarbons, that may contain 

sulphur compounds, that is derived from crude bitumen 

and that is Liquid at the conditions undér which its 

volume is measured or estimated, and includes all 

other hydrocarbon mixtures so derived. 
Following the 1968 amendments, Part VIA of the Act reads as 
follows: 

PART VIA 
OIL SANDS 
gS Fete oh Oe | No scheme or operation for the recovery of 
oil sands, crude bitumen or products derived therefrom 
shall be. proceeded with unless the Board, upon application 


and Dyeorder, Nas approved it. 
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(2) Upon receipt of an application pursuant to 
subsection (1), together with any information prescribed 
or required by the Board, the Board shall hold a hearing 
Gite application and may>. tf eso authorizede Dyetne 
Lieutenant Governor in Council, approve the scheme or 
operation proposed in the application. 

(3) Notwithstanding subsection (2), where the 
scheme or operation is for experimental purposes and - 
involves no commercial production of oil sands, crude 
bitumen or products derived therefrom, the Board, in 
its discretion, may proceed without a hearing and without 
the authorization by the Lieutenant Governor in Council. 

(4). An approval granted under this section 
shall be subject to the terms and conditions therein 
prescribed and, without restricting the generality of 
the foregoing, may stipulate the period during which 
the approval will be in force and the maximum volume 
OpPrate Ore proguctLon ot Olli sands crude. bitumenso. 
products derived therefrom. 

49d. The Lieutenant Governor in Coyncib, upon the 
recommendations of the Board, may make general regulations 
or special orders 

(a) governing operations to recover oil sands 

or crude bitumen or products derived from 
oil sands or crude bitumen and the abandon- 


ment of such operations, 


= (lk = 
(al) governing the submission to the Board of 
inrorna tion #obtained by, "or. as) a “result of, 
drilling anto or sampling o11 ‘sands, 

(b) to exclude from the application of any 
provisions tof this Act’ any oilsands or 
crude bitumen or products derived from 
oil sands or crude bitumen, and 

Ged) to make any provision necessary to effect 
the aintent and purpose of ‘this’ Part and 
not otherwise provided for, 

rege PrCL ) Section Jomsiatn Noe be construed: tolapply in 
respect of crude bitumen or synthetic Srude O11", 
(2) With the approval of the Lieutenant Governor 
in Council, the Board may by general or special order res- 
Efroe tie total amount of crude bitumen or synthetic crude 


oil that may be recovered in the Province. 


boarus PoLlseyrPrior tor October 1962 

Even before the 1962 policy statement was issued the Board 
had been concerned about the impact of synthetic crude oil on the 
conventional market. In the Supplemental Report of September, 


L9e2 ry commencing on page 39, the Board stated: 





(1) Supplemental Report to the Lieutenant Governor in Council with 
respect to the Application of Great Canadian Oil Sands Limited 
under Part VIA of The Oil and Gas Conservation Act. September 1962. 
The application had first been heard in 1960 when it was de- 
ferred. It was reconsidered and new evidence with regard to 
several matters was received in June and July, 1962, thus lead- 
ing to the Supplemental Report. 
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"The Board considers that there are three useful 
criteria which aid in assessing the impact of oil sands 
production on the conventional crude oil producing industry 
of the Province. These are the ratio of actual production 
tO ompoductiyve capa ty, ther tre pindex (representing the 
number of years current reserves would support current 
production) and the proration allocation factor. The 
allocation factor is the fraction of the excess of produc- 
tive capacity over the economic allowance which a well or 
pool is permitted to produce in addition to its economic 


allowance. inkesthe wthen twolcoutbertas ast 1s) one measure 


of incentive for future oil exploration and development." 


October 1962 Policy Statement 


In? Octobers, 1962, Premier cE, C. Manning issued ithe 
"Government Policy Statement With Respect to Oil Sands Development", 
lt is’ reproduced in this report as Part l of Appendix A. The 
Government's intent in the policy was to provide for the orderly 
development of the oil sands in such a manner as to supplement 
but not displace production from the conventional industry. The 
essential features of this policy were as follows: 

(1) applications for oil sands production "able to reach 

markets clearly beyond present or foreseeable reach 
of Alberta's conventional industry" would be 
approved providing the development program meets 
the conservation and related requirements of the 


Ss 
Oil and Gas Conservation Board, and 


Ge 


(2) applications involving’ the marketing) of ofl sands 
production "within reach of Alberta's conventional 
industry" would 
(a) for initial development be restricted to a 
volume Wn? thes order? ore five, per cent? of 
the total market for Alberta crude oil, 
and 

(b) for subsequent development be restricted 
to ensure that "market growth enables the 
conventional industry to produce at a 
preavrery proportion or Lts productive 


andy witne respect to the 


capaca't yas 
scale and timing of incremental oil sands 
production, by relating ‘such’ production 

to "the life index of proven reserves of 


conventional o14 8% 


Board Interpretation of October 1962 Po lwey 


(Pi Oectoper L965) Report 
The Board tirst discussed the October 1962 policy in) the 
e653 Pap ortes. dealing with the original applications of the 


applicants and an application by Shell Canada Limited. 


(2))) Report to the Uireutéenant Governor in Council with respect, to 
the Applications of Cities Service Athabasca Inc. and Shell 
Canada Limited under Part VIA of The Oil and Gas Conservation 
ACt*® © Ocb6beT1 1963: 
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In the 1963 report, it was assumed that all synthetic crude 
oil production proposed by the applicants from oil sands would be 
absorbed in markets which otherwise would be supplied by the con- 
ventional industry. Detailed studies and forecasts were made of 
the total market demand for Alberta oil, the percentage of produc- 
tive capacity at which the conventional crude oil industry would 
operate, and the life index at which the conventional crude oil 
industry would operate. Commenting on ose Government Policy, the 
Board stated: 

"Having determined that the proposed production in 

1970-71. ofel 00.000.,barrels, per dayaof synthetic crude oil 

from the od] sands. (in. additiom to the 31,500 barrels per 

day now authorized) is in excess of that which could now 

be authorized under Government policy there remains the 

question of how much could be authorized and when. To 

answer this requires, on one hand, some interpretation 

of Government policy and, on the other, a knowledge both 

of the total market demand for crude oil and of the produc- 

five capacity of the conventional ter oe As has already 

been emphasized any estimates of market demand and produc- 
bilve capacity made 10 or more years into the future are 
subject to substantial uncertainties. Within the bounds 

of these uncertainties, however, the approximate timing 

and amount of additional oil sands production may be in- 

dicated if the policy outlined by the Government is in- 


terpreted in a quantitative way. 
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"The Government policy favours’ both growth in utiliza- 
tion of the productive capacity of the conventional industry 
and oil sands development. This means some kind of sharing 
of the market growth in excess of that required to maintain 
operation of the conventional industry at its current per- 
centage of productive capacity. The Board has given con- 
sideration to what would be an appropriate manner of sharing, 
and believes that it would be reasonable if the ‘excess 
market growth' were shared equally between oil sands produc- 
tion in competition with the conventional industry and the 
conventional industry, with the proviso that, ‘in order’ to 
retain incentive for the continued growth of the conven- 
tional industry, it would receive (when market growth 
permitted) sutficient market to permit its use of produc- 
Live Capacity to. srow to its practical” taximnum St Mot less 
than one percentage point per year," 


Applying tne resure of ‘the studies inthe 1963! report 


to the Policy, the Board concluded that it seemed clear that it 


would be at least 11 years before a total of 100,000 barrels per 


day of oil sands production would fall within Government policy. 


It concluded its remarks on the policy *by stating: 


"Recognizing all of the uncertainties, however, it 
does now appear that under Provincial Government policy 
commercial exploitation of the cii sands in total amounts 


in excess of 100,000 “to 159,000 barrels per day within 
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the next 10 or 15 years will be dependent upon thes finding 

of markets not in competition with conventional crude oil. 

The development of such markets would permit earlier and 

larecerpproduction from the ot! sands and be in the inter- 

est of the Province and those who hold leases in the oil 

sands areas." 

(2) February 1964 Report 

In OGCB Report 3 Soe the Board commented on the Government 
Policy andjate etfiect.in relation, tio, the application, thenyberore 
ifs BS 

Atyspace (60 ttessa ids: 

"Mr. Dunlop, giving evidence regarding disposition 

of Sun's share of the proposed increase in Great Canadian's 

production.) stated that the 10,125 barrels per day his 

company could use at its Toledo refinery constituted a 

new market for this portion .of the synthetic, crude oil. 

If the Lieutenant Governor in Council and the Board were 

to consider the Sun Toledo refinery a market ‘clearly 

beyond the present or foreseeable reach of Alberta's 

conventional industry', then, according to government 

Gib sands polmoy.)sathiis \portion of the production would 

be free from restriction under the policy. The Board 


takes the position that the boundaries to such markets 





(3) Report) jon «an, Appl ication’ ofrvGreat Canadian Oi1 Sands Limited 
under* Part VIA of The Oil Vand, Gas Conservation Act, 
February 1964. 
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are geographical, and would not be defined according to 
individual company policies within an existing market 
area. The Board considers the Toledo area to be clearly 
within the present and foreseeable reach of Alberta's 
conventional industry, as deliveries have been made on 

a regular basis in recent years to a number of refineries 
both in Toledo, and even further east, in western New York 
State -" 

At “page 72": 

"in closing argument both Pan American PetroVeum 
Corporation and Cities Service Athabasca, Inc. claimed 
that the increased production rate sought by Great 
Canadian would delay other schemes and hence prejudice 
the position of others who are interested in developing 
the oil sands. The delay is one to be assessed not only 
im, relation to the applications of Cities Service and 
Shell, which have been continued to December 31, 1968, 
but also relative to the plans of those others who are 
proceeding with studies and experiments in processing 
and extraction methods under the authority of Board 
approvals for experimental oil sands schemes, and to 
the position as a potential producer held by each owner 
of bituminous sands leases. Although not referred to by 
the interveners, but in accordance with Government policy, 
it is clean thao the delay is only efiective in so far as 


others may seek to market their product in competition 
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wWitehebAlbiemt aisiiconvenitiona by icrude, of | i! 
At page 73: 

"During the hearing the question was raised as to 
whether the Board would establish a precedent affecting 
any further) similar applications. The Board- does not con- 
sider that any decision that may be made on this applica- 
tion could be considered as a precedent or that any future 
application could be sutficientily similar to the present 
one that it would necessarily be assessed in a similar 
lee hitey.e 
In its findings in OGCB Report 64-3, the Board stated: 


"5. WITH RESPECT TO THE IMPACT ON THE MARKET FOR 
CONVENTIONALLY PRODUCED CRUDE OIL 


"The Board cannot accept the applicant's contention 
that the part of the increased production proposed which 
may be marketed in the Toledo area would go to a market 
beyond the present and foreseeable reach of convention- 
ally produced Alberta crude oil. Accordingly, the Board 
must view the entire 45,000 barrels per day proposed 
production as being in competition in the market for 
conventionally produced crude oil. Such a volume would 
GEV GESent/. Ieper Cent, Of the wtota lL market at the commence- 
ment of the proposed operations and would decline there- 
after. While this may be beyond a narrow interpretation 
of ‘the some 5 per cent' referred to in the Government 


policy statement, the Board believes that it falls within 
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the intent of the policy for the initial development in 


the oil sands area." 


1968 Policy Statement 


Between 1962 and 1968 there were several developments which 
had an impact on the effectiveness of the Government's oil sands 
policy. 

in 1964 the Board announced a new plan for proration of oil 
to market demand which significantly affected the development of 
reserves in the conventional industry. A consequent re-appraisal 
of Alberta crude oil reserves resultedin increases in a number of 
fields. The plan increased the incentive for the institution of 
enhanced recovery operations leading to higher crude oil re- 
coveries. The formation of production spacing units provided 
wider effective spacing and reduced the necessity for the develop- 
ment of unneeded productive capacity. 

Exploration for crude oil during this period was more success- 
ful than it had been in the years immediately preceding 1962. In 
1964 and 1965 discoveries were made at Mitsue and Nipisi. In 
1965 the discovery in Rainbow brought about the Keg River oil 
play in North-west Alberta which is expected to continue for 
several years. 

As a result of these developments, the life index for con- 
ventional crude oil in Alberta increased during this period from 


22 years to some 31 years. 


- LORS 


During 1967 and early 1968, members of the Government and 
representatives of the Board and industry associations digi 
cussed the oil sands policy in the light of the developments 
in the preceding years. Arising from such discussions there 
came a further statement "Oil Sands Development. Policy" which 
was tabled by Premier Manning in the Legislative Assembly on 
Februany 20, *1968. It “is reproduced in this ‘report @s Part 2 
of Appendix A. 

The Ipuine palagimpact loft her new ipoli cy is tait ements isla s 
follows: 

(1) The distinction between "within reach" and "beyond 
reach" markets is clarified. "Beyond reach" markets include 
any markets, including specialty markets, which Alberta's con- 
ventional industry is not now serving nor can reasonably be 
expected to serve in the foreseeable future because of price, 
quality specification or other reasons. 

(2) Where it can be demonstrated that the applicants' 
proposal would provide growth by the development of a "new'"! 
market within reach of conventional industry, production from 
oil sands may be authorized in volumes equal to 50 per cent of 
the new market. However, the total volume of commercial oil 
sands production, including that already authorized, that aw ies 
De permitted ™ tosenter new within? reach markets, will be 150,000 
barrele per day, .wihich Limitowiil remain im effect for 5 years, 

(3) <A scheme proposing marketing of oil sands production 


in a "within reach", but not “new' market, would be approved only 
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when indicated by a trendsin the life=index of the conventional 
industry. miner per: centeutidization of productive capacity criter- 
ion is no longer useful and is discontinued. 

(4) No change is made with regard to beyond reach markets. 

(5))sThe policy of encouraging experimental operations in 
oil sands not involving commercial production is desirable. Such 
operations may involve temporary production and marketing at sub- 
commercial levels. 

The new statement was a modification of the 1962 policy. The 
Board's interpretation of the resulting policy, which must be 
applied in conjunction with Part VIA of the Act, wherein the 


statutory authority lies,eappears in Section V. 
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V INTERPRETATION OF POLICY 


To assist in the discussion of the Oil Sands Development 
Policy, the Board has prepared the schematic table below to 
illustrate the differentiation of markets under the Policy. 
Approval of production under any of the market criteria listed 
is usubject to thersatistaction of conservation requitements. 

Tap leavin 


Commercial Oil Sands Production 


Géographicakly Specialty ] Other Than 
Total "New' market 
equal to double 
the synthetic crude 
Obl yproduct lonemust 
be provided. Maxi- 
mum approvals under 
this criterion 


limited to 105,000 
b/d* over 5 years. 














Volumes as 
desirable 
to ensure 
the life 
inGex fOr 
conven- 

tLonal ort 
does not 

fall below 
12-13 
ears. 
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e150 ,000 barrels per day less the eurrent Great Ganedian Oil 
Sands approval,» o£)45,000,barrels per day. 


Although most of the comments by the applicants and the 
interveners focused on the specific marketing arrangements pro- 
posed tot thesplanteproduction, certain, comments (involved or 
implied interpretation of the Oil Sands Development Policy. The 
Board hasyineludedasuch views where relevant in «the (following 
discussions The,discussion sis patterned ton the ltormat «of 


Table V-l. 
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Distinetion Between "Within ’ “and 'Beyond Reach' Markets 


The Board interprets a ‘within reach' market ase a require- 
ment for oil which now or in the foreseeable future may reasonably 
be considered accessible to Alberta conventional crude oil. 
Accessibility would extend to the oil requirements of refineries 
not now supplied by Alberta crude oil in an area in which Canadian 
supplies are available. The fact of availability, now or in the 
foreseeable ruture, in the Board sopinion’ ts sufficient to warrant 
treatment of such requirements as ‘within reach'. As such, the 
Board believes the definition of ‘within reach' markets at any 
one time is closely related to the current and prospective pipe 
Line network by which Alberta supplies are, or may be, trans- 
ported to the various refining complexes which generally con- 
Stitute the oil Market. “Thus’;"with the exception’ of the spec= 
ialty markets treated later, the Board considers the ‘within 
reach' market concept to be one which is defined in geographi- 
cal or areal terms. At the present time, ‘within reach' 
markets would embrace refinery requirements in such areas as 
Canada west of the Ottawa Valley, Puget Sound and the Pacific 
Northwest portions of PAD District V, northern portions of the 
United States, including Montana, Wisconsin, Michigan, Minnesota, 
the Detroit-Toledo and Chicago refinery complexes and certain 
fringe markets such as Buffalo. 

The interpretation of ‘within reach’ markets in this 
manner does not imply that all the demand for products derived 


from petroleum in the geographic area bounded by such markets 
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is necessarily capable of being economically satisfied by Alberta 
conventional oil, now or in the foreseeable future. As the Board 
sees it, the concept of ‘within reach' markets does not itself 
require any specific degree of penetration Ofek De thaw O12 
rather, it sets the boundaries of areas in which Alberta oil 
could be marketed. This interpretation is consistent with the 
Board's previous comments concerning ‘within reach' markets in 
OGGB Repore aCe) where the Board took the position that "the 
boundaries to such markets are geographical, and would not be 
defined according to individual company policies within an 
existing market area". 

On the basis of the Board's interpretation of ‘within reach' 
matkets outlined above, 'beyond reach' markets would generally 
constitute any markets clearly beyond the geographical area 
bounded by the ‘within reach' distinction and would also include 
specialty markets which may be geographically located within 
reach, but which the Canadian conventional industry may not be 
reasonably expected to serve, either now or in the foreseeable 


future. 


‘New Within Reach' Markets 

Mave Va Ue cedcimemarketmwas  detined ingthe 1968) Policy 
as one "not being served today; one over and above the normal 
growth in existing markets; and one representing a net increase 
in total market". 


a SSS 


(lL) p. 61, Report on "ene Application of Creat. Canad tan vOulmeande 
Limited under {Part ViAp of sThe Or) and Cas Conservation eActe 
Fepruary ~Vooa, 
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(1) Views of the Applicants and Others 


The applicants interpreted a ‘new’ within reach market as a 
"sales opportunity that would not be available to conventional 
Alberta crude but for some action of a permit holder motivated 

by "policy requirements. It may be within a geographic area or 

a refinery now taking Alberta crude. Hence, all crude inputs 
above the amount of Alberta crude now going into a given geograph- 


ic area or a given refinery, is a market ‘not being served today’. 


However, only that portion of this market which is in excess of 


‘normal growth' would qualify as a 'new' market, and then only 

if the increase constituted a net increase in the total market. 
The consumption of Alberta oil must not be reduced simultaneously 
élsewhere.’ “The applicants expressed the belief that proprietary 
interests provided incentives for the use of non-Canadian oil in 
within reach markets and thus would be relevant in the definition 
markets. 

Chevron contended that such matters as proprietary incen- 
tives and intra-campany arrangements were not relevant to the 
definition of markets under the Oil Sands Development Policy. 
TPAG believed that “hew’ markets could not be Gustifaed by 
subjective statements of individual company preferences and 
impited that stich “new' = markets could not be located in areas 


currently within the geographical ambit of Canadian supplies. 


Some elaboration of these views is given in Section XII. 


(2) Views of the Board 

‘Markets not served today'. The Board recognizes that 
Canadian soilehasenot achieved a saturation Ley e Sein ee rica iy 
areas of the ‘within reach' orbit, as is the case in the 'within 
reach' market examples cited previously of Detroit-Toledo and 
Chicago. .y Thus, the Board sees "markets not served today' as 
embracing all 'within reach' requirements for oil not satisfied 
by Canadian sources of supply.. This definition includes the 
requirements of refineries not using Canadian oil and that portion 
of feedstock requirements of refineriessusing, Canadianmsoi li not 
satisfied by such supplies, 

wWarketspover and abave normal growth'. The Board inter- 
prets this provision as implying that the absorption of a 'new 
within reach! market by Alberta oil in essence must increase 
the level of market penetration by Canadian Supplies at least 
Over the medium term. Such a process may involve the acceler- 
ated acquisition of a market which might have been served equally 
well by Alberta conventional Oil albeit at somé indefinite time 
im the £uture.. Lt may also Cee the acquisition of a market 
which, although potentially available to Alberta Supplies by 
VEL iWwemofe ceorraplhicalalocation. < and thus qualifying as a 
‘within reach' market - may nevertheless be unlikely to utilize 
Alberta sources of supply in the foreseeable Puc Ce Thes Board 
agrees with the applicants that proprietary interests are an 
important factor in the delineation of ‘new! markets. The Board 


is convinced that such interests provide incentives to modify 
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the “velinery “supply pattern which might—otherwise prevail and 
hence offer a means of establishing markets over and above normsl 
growth. 

The Board believes that 'normal growth' may embrace such 
elements as the growth in feedstock requirements for refineries 
heavily dependent upon Canadian supplies, increased penetration 
or refineries @xhibiting a trend towards increasing use of 
Canadian oil and satisfaction of the feedstock requirements of 
new tefineries with no alternative sources of supply. 

Markets providing 'a net increase in the total market'. A 
market satisfying the above criteria nevertheless may not be 
classified as 'new within reach’ if the absorption of Alberta 
supplies in such a market displaces, or precludes the normal 
growth in, Canadian supplies to other portions of ‘within reach' 
markets. Pri seslieudr lon may well arise in certain export maze 
Peps ewielethenexwoutt sot Canadian O11 26° subject to formal or. in- 
formal restraints. (The existence of such restraints is discussed 
i eee & Ota Las Under such conditions, increased deliveries to 
one refinery may be at the expense of deliveries of Canadian 
supplies to other refineries. Consequently, the market -con= 
cerned would not satisfy the condition of achieving a 'net' 
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Other Within Reach Markets 

The within reach markets not qualifying as 'new' markets 
constitute ‘other’ within reach fee Syit hetic crude oma 
production marketed in such 'other' markets will only be author- 
ized when justified by the trend in the life index,. The 1962 
statement refers to "relating the scale and timing of increments 
of oil sands production also to the life index of proven reserves 
Gf sconventional o1l) allowing the wWite sindexttolgeclune gradually 
from present levels but ensuring that it does not drop below 
12-13 years". ,Appraisal by means, of (this) criterion requires@the 
estimataon Olserileiume, trends ip ee production, of Alberta 
Crude: oll.» Details of, this aspect sot the, Oil Sande Development 


Policy are eiven! im section IV. 


Beyond Reach Markets 


Beyond reach markets include not only those; that are {seo-— 
graphically remote, from the within weech matkets sbul,, thrown 
the 1968 clarification of the Oil Sands Development Policy, they 
also include specialty markets within the “geographic limits “of 
the within reach markets. .A market such as one in Japan would 
Nowedualityeas beyond teach by virtue of geographic remoteness 
since it ts unlikely that Alberta conventional oil would supply 
this market in the foreseeable future. Specialty beyond reach 
Markets may exist by virtue of “price, quality specification 


or other reasons’. An instance where price may define such a 
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market would be when indigenous supplies compete with imported 
products; quality specifications may be involved in the market 
for certainifuel otle:to be used.in areas subject to pollution 


Gro nstar alesse. 


Other Matters 

(I) se Quaelitication Over Term of Permit 

ihe term=of-an-approval= for a commercial project will nor- 
mally extend to 20 or 25 years. The Board does not consider that 
prodvction which satisties ane of the marketing criteria of the 
polity et the time Of the issuance of an approval will necessarily 
require perpetual compliance under the same criterion for the 
Werle tetm wn the approval. For example, approval of an applica- 
tion under the provision which allows for the disposition of 
plant products in a ‘new within reach' market does not preclude, 
in the Board"s opinion, reapplication for qualification under 
Suter CLELervon in the future. 

(2) Technology and Scale of Operation 

Frequent reference was made in submissions and in evidence 
et the tearing to the Provinces objective of maintaining a 
Dead it Syuthetre crude oil production technology. The only 
explicit reference to this objective in the Oil Sands Development 
Policy is contained in that part of the 1968 statement concern- 
ing the Board's preliminary recommendations to the Government 
respecting clarification and amendment of the 1962 policy state- 


ment. The Board alluded to the desirability of the Province 
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maintaining “its technological position as a source of ts y nish etare 
crude oil having regard to potential developments elsewhere - 
especially in the oil-from-coal and oil-from-shale programs in 

the United States". By implication, the Government concurred with 
thiessop eect vie. 

Views were expressed by both the applicants and ithe inter= 
veners concerning the method by which the production limit Ons 
150,000 barrels per day for 'new' within reach markets should be 
allocated amongst proposed oil sands development projects. The 
Board believes it appropriate to raise here all matters which 
have a bearing on the general interpretation of the subject 
aspect of the Bolicy, even though the views expressed were in 
some cases confined to consideration of the current application. 

Views of the Applicants. The applicants appeared to take 
the view that the production limit should be allocated among 
those proposed projects which offer significant advances in oil 
sands production technology. 

Regarding the acceptable scale of proposed oil sands pro- 
qeets, thevapplicants expressed the belief that a project should 
be sized near but somewhat above the minimum economic level. 

In this way, room would be left for additional projects while 
each could have a strong competitive position relative to other 
developing synthetic crude oil sources. 

The applicants held the view that a series of mining type 
projects will be required before the processes, through technical 


modification, achieved optimum efficiency. A parallel was 
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drawn with the developmental stage of other process industries, 
where process costs were greatly reduced as successive plants 
were ibuilt.=) fhe applicants stated! that) "the lone. term: future 
ote Apertatas fae supplier offcmudelioil will) depend’ uponewell 
titetwmmehementsan or isynthetic, rude capacity") andsthat iti was 
time for another such increment. 

Views of the Interveners. Canadian Fina expressed the be- 
lief that granting of an approval for a proposed project was 
similar to granting a franchise and thus only minimum sized 
facilities should be approved. This procedure would leave room 
for development of alternative or improved processes. Canadian 
Fina said that very large projects which would use up most or 
all of the remainder of the production limit would tend to 
negate’ the’ technological development objective of the Policy. 
Great Plains and Mobil supported the view that smaller projects 
would provide more opportunity for improvements in technology. 

Mobil, Great Plains and Pan American took the position that 
opportunity Should? be: ‘left within: ther 150,000 barrels per day 
itt t DOr in sna) recovery projeatatse Mobids believed, that “the 
allowable assigned to each process should recognize the quantity 
of synthetic crude oil potentially recoverable by each process". 
Lt) wasi “bie? contention tor Great /Pl atin srtthat: a) portion of the 
L inhist. Sirois, shee mr etre dre df Gir, (tires Cold. drekestotiflesands. andsssdmilar 
deposits “Go tectourege weseanch: on imifisitu. methods... » Mobily and 
Greater tang tated that in situ projects could possibly require 


much Mess a Me eLOtecesi~n and construction than would a mining 
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type project. Because of the long lead time involved, approval of 
a mining project would tend to depress interest in in situ pro- 
cesses for-a considerable period. 

Views of the Board. With respect to ‘beyond reach’. markets, 
the policy makes it clear that for anys proviecta meeting, adequate 
conservation standards there would be no other restrictions: 
including ones related to technology, waffectinewitssapproval. 

At the present time, an upper limit on the volume of production 
Erom famy 70 nepWant. isata.st yin gaaimews witthant reach! +markets. Ge6lexe 
erted by virtue of the 105,000 barrels per day limitation - 
after deduction of the current permit volume - stipulated in 
them) 360) p old cysisita tememtey ein oS Specific injunction is included 
within the policy as to whether the Board should have regard 
fOr thes number on pote ntitad applications in determining how 
much of this fixed allocation may be absorbed by one applica- 
tion. However, the apparent concurrence of the Government in 
theobjective of maintaining a technological position for oil 
sands projects in comparison to other potential developments 
implies that encouragement should be given, to the extent 
feasible, to technological variety. As such, the Board believes 
that, other things being equal, preference should be given to 
proposals which feature new or nia elgeldilby improved technological 
processes, fii trealiiz able), ithe Sie ease tiara of this objective 


may imply a constraint on the volume of production supplying 
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‘new within reach' markets under any one approval to prevent 
plants employing conventional technology from excluding others 
offering a greater degree of new technological content. How- 
ever, this factor would simply be one element to be weighed in 
any decision and would not necessarily override other objectives. 

The Board does not believe it desirable to allocate a por- 
tion or the proauction Limit for ‘new witht? reach’ ’ markets to 
particular types of ‘recovery processes” or particular’ oil’ sands 
deposits. im thes poarae's View. theresa s? not policy basis for 
making such allocations. ine Leacts* the’ Polity mien be frustrated 
and total oil sands development might be reduced if projects were 
not later proposed to make use of reserved allocations. The 
Board* believes there: should’ be no ‘specific restraint’ apainst 
the approval of a project which would employ conventional tech- 
HOlory 1fe there were TO-applications? forthcoming’ for profects 
offering new or significantly improved processes. 

Wit Tegard* toe the stale’ OT’ operations at’ a? particular 
plant, the Board agrees with the applicants' view that a modest 
cushion of production volume should be permitted above the 
minimum economic rate of production. The cushion would recog- 
nize the risks involved and provide a measure of competitive- 
néss toroil sands prodgctiony 

Por production Satastying-“other within teach markets? an 


inherent =Timitation® On the® stale or Operation’ is* provided’ by the 
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terms of the ‘within reach' criterion: the displacement OFF too 
great a volume of conventional oil may increase thesditemindex 
€or conventional crude oil beyond the critical) levels which 
would justify approval of an application. In addition, the 
preference for the encouragement of new technology would also 
apply. as referred to beforehand: 

(3) .Degree* of Proof 

A further matter of some importance concerning the inter- 
pretation Ofs theePoliey sis, the-derpreec of proof which an applicant 
should be expected to provide with respect to compliance with the 
marketing provisions of the Policy. 

With respect to "beyond reach" markets, whether geographic- 
ally so or for other, reasons, the Board sees little reason why 
an applicant should not be able to provide evidence sufficiently 
convincing as fully to demonstrate compliance with Policy. Here 
the questions are only whether the marketis or is not, and will 
or will not be, served by the conventional industry, and these 
are matters capable of reasonably close determination. 

In the case of "new within reach" markets the situation 
is far more difficult, for the applicant is required to show 
that asparcacular market, withing the marketing radius; for Alberta, 
is not being served today, is above normal growth, and repre- 
sents a net market increase. And this must be demonstrated say 


fivevyeats anypadvance, of ythesmarket, beings served.) y Further, if 


the proposed “new! market is inthe United States all oft the 
uncertainties of forecasting the attitude of the United States 


towards imports of oil from Canada are introduced. 
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The Board belteves that if it were to-require or expect 
absolute proof that a marketing plan qualified under the "new 
Within reach’ oroyisions of the Policy it would, in effect, be 
negating the intent of the Policy, for proof absolute would be 
essentially impossible for an applicant to provide. Instead 
the Board believes the applicant should demonstrate thats. aid 
the uncertainties considered, the balance of probabilities 
strongly favours the conclusion that his marketing plan, in or 
very near the instance of first production and thereafter in 
the foreseeable future, would meet the qualifications of the 
Policy. In the necessarily qualitative weighing of the factors 
involved the Board considers that the magnitude of the proposed 
"new within reach" market, relative to the total Alberta market, 
is an important matter.because of the consequences in the event 
that a marketing plan believed to be in full compliance with the 
Policy turned out differently. 

Finally, there is the case of the “other within reach" 
market which might qualify because of the indicated trend in 
in the tite index ®ficr “Alberta conventional trude oil; “Here 
the Board considers the unavoidable uncertainties are of the same 
magnitude as for the "new within reach" markets and accepts that 
an applicant should not be expected to provide absolute proof 
of the compliance of his marketing plan with the Policy. The 
Board believes the same considerations discussed in the preced- 
ing paragraphs with respect to the "new within reach" markets 


should apply. 
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VI MATTERS OF PRINCIPAL INTEREST. 

In considering the application under the provisions of the 
Act, the Government policy statements and the Board's inter- 
pretation of the overall policy, the Board sees the following 
principal issues: 

(a) conservation and related matters, 

(b) Feehnitica | feasibility. 

(c) economic Feasibility and the Pinanetbality oF 

fe pir oljec tn 


(d) the marketing pane 


Ca)ye Conservat ton and Related Matters 

The Board's concern with conservation and related matters 
embraces the recoveries anticipated in each of the mining, 
PEOCESsSine and upgrading steps, and the disposition of the 
solid, liquid and gaseous wastes. With respect to recoveries 
in the mining Operation, the Board's interest extends to the 
question of the extent to which an operation may facilitate or 
impair future mining and recovery Of Oi sands not planned for 
mining in the operation being considered. While the Department 
of Health has primary Government responsibility for pollution 
matters, the Board is Properly concerned with certain pollution 
matters by reason of its interest in consetvation of wahydro— 
carbons and by-product sulphur and also because it endeavours 
to assist the Department in pollution problems Originating in 


the oil and gas industry, 


(b) Technical Feasibility 


Associated with its conservation concern the Board believes 
it proper that”™it "should have a* good technical understanding of 
the proposed mining, extraction and upgrading operations. While 
it does not consider it necessary that the applicant disclose all 
technical detail and especially process detail of corporate and 
competitive value, it believes that its technical understanding 
should be adequate for it to form a general judgment as to the 
technical feasibility of the undertaking. The Board emphasizes, 
however, that it does not ‘Consider it the Board's responsibility 
to rule in any absolute sense on the technical feasibility of the 
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(c) Economic Feasibility and Financibility 


With respect to economic feasibility and PingicieLlaty, the 
Board's concern is even more general. It believes it should 
have a sufficient understanding of the capital and operating 
costs of the project to form a general judgment that the project 
is at least within the range of being economically feasible and 
also that the applicant has a financing plan that appears gen-~ 
erally suitable and probable of success. However, the Board 
considers that the detailed assessment of economic feasibility 
and financibility is properly the responsibility of the appl — 
cant involved. Consequently, the Board does not believe it is 
incumbent upon it to make a finding in any absolute sense with 


respect to economic feasibility and financibility. 


(d) The Marketing Plan 


For a project which meets adequate conservation and related 
standards and for which the Board is general ly fsatisiied asuto 
the technical and economic feasibility and the financibility, 
the remaining concern, and a vital one under present circum- 
stances, is whether the marketing plan is compatible with the 
intent and the specifics of the Oil Sands Development Policy lor 
the Government. Here the Board considers it necessary to explore 
the details to the extent that the applicant is able and prepared 
to disclose them. To the extent Ehatvimportant sdetails ucannor 
be determined or are not disclosed the applicants' case must be 
considered weakened. On the other hand, as discussed in Section 
V, the Board recognizes the virtual impossibility of all factors 
being resolved and believes that its finding as to the Ssuztabil tty 
of the marketing plans must be based in part on a weighing of 
probabilities, In such a weighing the Board must be influenced 
by the broad intent of the Government policy. 

For an adequate appraisal of the particular marketing plan 
Jia thewapplicants the Board must have a good understanding of a 
number of rather complex matters related to the markets for and 
the marketing of crude oil and scentaimeproducts, These include: 

(a) the supply of and demand for Alberta erude oil, 

(b) the supply of and demand for heavy fuel oil in 

Canada and the Great Lakes area of the United 


States, 


—w hone 


Ce)" thesdoncaticssgupplysof and demand for crude oil 
in the United States, 


(d) the United States oil import program. 


(a) The Supply Of and Demand For Alberta Crude Oil 


In as much as the broad intent of the Oil Sands Development 
Policy is that oil sands production should Supplement rather than 
displace production of conventional crude oil and one of the 
measures of this is the trend in the life index for conventional 
crude oil, the Board must appraise the trends in growth of the 
supply and demand for Alberta crude oil. The appraisal of the 
growth of supply relates only to the development of Alberta's 
reserves. That of the growth of demand involves the growth in 
all markets served by the conventional industry and the impact 
of changing volumes of supply from other sources, notably 
British Columbia, Saskatchewan and the Northwest Territories. 
(b) The Supply Of and Demand For Heavy Fuel Oil 

in Canada and the United States 

The applicants' contend that part of their proposed produc- 
tion will serve a "specialty market" beyond reach, for various 
reasons, of the conventional industry. This market is the heavy 
IueleoLtl Marketedin, Untario and British» Columbia and the Great 
Lakes areaof the United States. This means that the Board must 
consider the supply of and demand for heavy fuel oil primarily 
in Canada but also in adjacent areas of the United States, in 


this connection Canada's National Oil Policy is relevant. 


SP ONEN = 
(c) The Domestic Supply Of and Demand For Crude 
Oil in the United States 


The applicants propose that most “of thetreprodvettons would 


" 1 


reach = new marketssinethe wnt tad States. The starting point for 
at appratseal \Otethmusemiiciean understanding of the present and the 
probable future relationship of the domestic supply of and the 
demand for crude oil in the United States. In the future domestic 
supply, consideration must be given not only tor the present pro- 
ducing areas of the United States but to the possible development 
of new indigenous sources of conventional crude oil, such as the 
new discoveries in Alaska, and of synthetic crude oil from coal or 
O1P shale. For these reasons the Board must consider the United 
States supply-demand balance and make a finding as to the probable 
future trend in the requirements which will be mec from sources 
outside the United states. Also an appreciation of the United 


States supply-demand balance is important to an understanding of 


the United States oil import program. 


(d) The United States 0i1 Import Program 
Sa port Program 


Even when the United States requirements from non-indigenous 
sources are reasonably projected,” their Significance in ae arercon 
fo the present application is greatly dependent upon the future 
UnetedeS tates “onl import program - whether imports from offshore 
will be limited and if so to what extent, and whether there will 
be controls or restraints on imports from Canada, REINER, SB Ey 
most difficult matter and one which the Board knows at the out- 


set it cannot resolve with complete confidence, Nonetheless, 


——— 


A One 


the Board considers that, with the aid of the evidence of the 
applicant and the interveners, it must appraise this matter to 
the - begstwot Gtaemabibity. 

tnethe tollowing® sections of this report the submissions of 
the applicant and the interveners and the appraisal of the Board 
ave givens On éach=of the main issues, and in relationship to the 
marketing plan, the four important matters of background are each 


discussed. 
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VII CONSERVATION, TECHNICAL AND ECONOMIC MATTERS 
fl EU NE SU NUEILO MAT IE RS 


Conservation and Pollution 

(1) Views of the Applicants 

The applicants predicted an overall mining recovery of 90.7 
per cent of the crude bitumen in placevin, thew intra) mining area, 
and 87.0 and 86.6 per cent, respectively, in the areas designated 
Amand) 3B on Figure 2, The principal loss would occur in the mat-— 
erial in the ore body which would be rejected om the basdeuot grade 
Or sand thickness criteria. The average bitumen content of the 
rejectemateriial in thesinitial mining area was estimated to be 2d. 
weight per cent, The applicants contended that it would not be 
economically feasible to process the reject material or stout pile 


ftimeior spessible sfuture bitumen extraction. They further estimated 


Ehe twe per cent lose estimate, The quantity of bitumen in the 
material rejected on the bases of grade and thickness Criteria 
would be approximately nine per cent of Ehe total bitumnepein place. 
The two per cent lossés in pit walls would bring the total mining 
losses to an average of 11 per cent for the 25-year mining area, 
ihe pe wi ss amsevenmac ra area on the south boundary of the 
25-year mining area which the applicants stated they believe 
is unmineable due to an excessive ratio of Overburden to oil 


sands, The -o01 sand. thickness in this Are ay is of the Order of 





eae 


20 feet, and the ratio of overburden to oil sands is a minimum of 
tenerto! onex 

Certain permanent losses of bitumen would occur outside of 
the mining areas as a result of the proposed project operations. 
The applicants estimated that the bitumen in place in the plant 
area and the initial tailings disposal area would be 28.6 and 
250 million barrels, respectively. The applicants stated that 
the bitumen underlying the plant area would become permanently 
unrecoverable. An alternative plant site in an adjacent area of 
lower bitumen reserves was found to be much less desirable as a 
buildin: site. 

The applicants' position regarding the eventual recovery of 
bitumen reserves underlying the initial tailings disposal pile is 
not absolutely clear. The written submission considers these 
reserves under the heading "Economically Unmineable Reserves" and 
eproups them, with thereserves under thel:plant’ site. Although ‘the 
submission mentions that the reserves under the retention pond 
would not be permanently lost, no mention is made of the eventual 
recovery of the reserves in the initial tailings area. Both the 
submission and direct evidence referred to the relative poorness 
of the reserves under the proposed tailings pile. 

On the other hand, the applicants submitted at the hearing 
that “it would be possible to expose the underlying reserves 
after all other areas had been mined out." This, they said, 
would be some 60 or more years away. Mr. Haston, of Syncrude, 


testified somewhat more positively, "As we pointed out in dis- 
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cussing the lost reserves, the tailings disposal area (reserve) 
MStLOte2OneG LOT e Vet. terar. by leaving a major disposal area close 
to the tailings pile it would be possible to hy dnaudd co thertail— 
ings pile into a hole in mined-out areas in order to dispose of 
some of the reserves underneath that pile." When asked if the 
cost of removing the tailings had been considered, Mr. Haston 
said that the applicants had an estimate of the cost per year on 
moving the tailings. ) 

Mrie Haston. ‘said that the only possible site for inatiat 
tailings disposal in an area considered unmineable would be in 
GhesArea Ul “shown. ons Figure (2: He said it would be impractical 
toicdispose of ‘thelctalld ings’ gin tthis mrea because ritsrsiepoo nly 
located with respect to materials handling and especially with 
respect to clarification of the water drained from the tailings. 
He «al eoessiaid ft halt ttherme iss only Limited evidence to show tihaty the 
area is definitely unmineable. Mi tHesyGoniea sol sailidy wheite 156 
would be somewhat difficult with the proposed disposal method 
to rearrange the proposed disposal area to avoid covering sub- 
areas which have thick sections of oil sands feed. 

Pties <a pprlitcamts estaterd fthaity tthe solalisiands) under (jhe sretenti-on 
pond area would not be permanently lost and that the sludges from 
the area could be dredged and settled on niged out areas. 

In the extraction-dehydration phase, the applicants pre- 
dicted that the bitumen recovery would average about 93.5 per 
cent and would vary only slightly depending upon the feed being 


processed. Thes losses would bey about, 0.5 perecentyonmt hes sau nay 
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SCreenmemndsanolt 8. perm cent wach tin the tailings and effluent 
water. The increase of 8.5 per cent over the recovery predicted 
in 1963 was credited by the applicants to studies conducted in 
their Edmonton laboratory and resultant improvements in extrac- 
Dion technology. 

The applicants stated that ate’ would not be economical ly 
feasible to process oil sands which contain significantly less 
Liat aioe webehtepear went) bitumeny. Thesrpecoverny from sucholean 
sands would be markedly less than from normal feed, and the 
equipment requirements would be excessive. 

The production wWi-saleable Liquid hydrocarbon products 
leaving the upgrading phasewas predicted by the applicants to 
hee cee Pvounmesspear--eent or 7FSy.5Siweight per cent of the input of 
hydrocarbons (bitumen and some dehydrator gas oil). Essentially 
no waste would occur in this step, however, because the gaseous 
and residual oil streams leaving upgrading would be fully con- 
Sumece as fucli Sinthyd,ropenwproduction® or sulphur .ext ract?d ons 

fable ViI=liis vas summary of the? hydrocarbonerecoveriesion 
A Weicht per cents basis as: predictedsbyy the applicants), The 
comparable overall volume per cent recovery would average about 


72s ande range, from 7 Oyitio) 74k 


me Ca 


ab lesgV iiaek 


LOSSES AND RECOVERY EFFICIENCIES © 


(Weight per cent based on total crude bitumen in place) 
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The applicants' submission indicates 


per day of sulphur entering the upgrading 


66 per cent would be recovered as elemental sulphur. 
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They stated 


that there is a possibility that sulphur recovery could jbe, in 


creased to more than 70’ per cent if it proved possible, to, recover 


part of the 48 long tons per day from the sour water Strippers. 


The daily quantities of sulphur in other upgrading output streams 


would be 29 long tons in the hydrocarbon products, ipezubonge tone 


in the plant fuels (residual oil and a butanes fraction of the 


fuel gas), and Id, long tons Gn (the vsulphurep lane 


stack gases. 


sinh sige ey ie Olte 











The applicants Beate that the sulphur recovery unit was 
designed to recover 97.8 per cent of the sulphur in the inlet 
gas. They said that they could not guarantee recovery at this 
level but would not object if the Board required a 95 per cent 
recovery. 

Phesapplivcants se =pbans for®the disposalcof solid and liquid 
wastes have been described in some detail in Section II. Their 
submission indicates that the Department of Health has expressed 
preliminary satisfaction with the approach taken by the appli- 
Cant s peo water poliution control? They stated that should 
decanting of water from the retention pond to the Athabasca 
River prove necessary, it would be done to the satisfaction 
of the Department. 

hveemaimearrepoallutionm component, sulphur dioxide, would 
Onievinate mainiy from the* combustion of fuels} *butvalso%firom the 
Sulphureplantedncianerator and* the sourcwater’strippér. ®The- total 
sulphur dioxide emission rate would be 475 tons per day, about 
two-thirds of that expected from the project proposed in 1963. 

Mr. Haston of Syncrude said that the clays contained in the 
yegidual fuel old could* cause air contamination by» fly ash» but 
collectO6rse could bcbae tarred to’ control the’ ash’ emission rate 
fovthe “satisfattion of the®*Department of Health* 

Mr. Haston remarked that, in light of the applicants' 
experience at Mildred Lake, he believed there should be suffic- 
ient binding material in the tailings to prevent a dust problem 


in ‘tive’ vicindty ete the’ tadlines? piles, 


Bee 


The applicants indicated that preliminary discussions have 
been held with the Department of Health, but further and detailed 
consideration of air pollution control measures by Syncrude and 
the Department Pee be necessary. 

(2) Views of the Interveners 

No views were expressed by the interveners concerning 
resource conservation, pollution control, or other related 
Mase eetssr 

(3) Views of the Board 

The Board's staff has studied the reserves of bitumen in 
the mining areas and other areas affected by the proposed opera- 
tions and has found itself in substantial agreement with the 
applicants' assessment of bitumen in place and recoverable 
bitumen. 

Based upon present technology and subject to review after 
experience has, been, gained, «the Board, is, satisiiedjwith~the 
applicants’ proposals regarding selection criteria in the 
mining operation. The Board agrees with the applicants that 
theresaseinsufficient) justifications atythise times foreproviding 
forsthetstoragesofsrejected bituminous, material for further 
processing. DENLsSs satuisiieds that. thesproposedyminines plans 
Willekeep the lLossiofabitumen ine pitewal ls to 4 peac tical 
minimum. The Board considers it important that the lease- 
line losses of bitumen be kept to a minimum by co-operation 
between the owners. Although this matter would not be of great 


concern in the 25-year term proposed for the project, it would 


be important in guturesyears. 
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In assessing the impact of the proposed project”™on the 
future recovery of bitumen reserves outside the mining area, 
the Board agrees that the plant area has been suitabley located 
and that bitumen losses in this area are essentially unavoid-— 
able, At the appropriate time studies should be made and sub- 
mitted to the Board regarding recovery of the reserves under- 
lying the sludge retention pond. 

The Board considers the reserves of bitumen in the proposed 
initial tailings disposal area to be substantial in size and, 
for the most part, economically mineable under original over- 
burden conditions. In the Board's view, the applicants do 
not appear to have studied in detail the logistics and costs 
of recovering these reserves after the area has served its 
Putpore COr tailings storage: The Board” is also concerned 
that additional reserves in the vicinity of the plant site would 
be rendered unmineable due to accessibility problems if the 
ultimate removal of parts of the initial tailings pile were not 
economically «feasible . While the Board recognizes that it is 
impossible fo forecast what circumstances will prevail in 60 
years time, it believes that the applicants have a responsib-—- 
ility, before proceeding with the construction of dikes, to 
study these matters further and if possible to devise alter- 
natives so that significant reserves would not be rendered 


unmineable, 
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The Board is satisfied with the recovery efficiencies predicted 
for the extraction-dehydration and upgrading phases. In the inter— 
ests of conservation and air pollution control, it would be de- 
sirable to recover sulphur from the sour water stripper and the 
Ute Ut p antes Cac erase. si The Board believes that investigation 
of the possibility of such recovery should be continued. 

For the areas planned to be mined, the Board notes the marked 
improvement which the applicants expect to achieve in the overall 
project recovery efficiency compared with previous estimates for 
oLl sands .provjec tsi. The Board considers this a significant ad- 
vance in oil sands production technology. 

The Board notes that the Department of Health has been in- 
formed of the applicants' plans and appears to have no objection 
to the general approach taken to air and water pollution Con ty O.le 
While final design details must be completed to the satisfaction 
of the Department, the Board does not anticipate that any serious 
pollution control problems would arise due to the proposed oper-— 
2U1ONn S's 

The Board believes that surface restoration measures will 
require careful planning, but .no serious difficulties should be 


encountered in restoring the surface to acceptable standards. 


Technical Feasibility 

(1) Views of the Applicants 

The applicants stated that the project which they proposed 
would be an improvement over any now operating and is improved 


in a number of ways relative to the project which they proposed 
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in 1963. They said that each process step to be used had been 
proven to the extent necessary, and no further research need be 
done. 

(2) Views of the Interveners 

The interveners expressed no views concerning the technical 
feasibility of the proposed project. 

(3) Views of the Board 

Investigations by the staff and the questioning of the 
applicants' witnesses at the hearing did not, in the opinion of 
the Board, raise any serious question as to the technical feasi- 
bility of any phase of the proposed project. The improvements 
proposed since 1963 would appear to substantially enhance the 
Puacurcapiulity sobethe project . 

It is the Board's view that the proposed sequence of opera- 
tions has been adequately tested, and that technical feasibility 
considerations should not stand in the way of the approval of the 


project. 


Advancement of Technology 
(1) Views of the Applicants 


As discussed in Section II, the applicants contended that 
the proposed project would contribute significantly to the ad- 
vancement of oil sands production technology. Major improve- 
ments were claimed with respect to methods of mining, bitumen 
extraction and bitumen upgrading, and in. overall recovery. The 
applicants emphasized that the hydrocarbon recovery of the pro- 
PUSseG PpruUjectawould be /U volume per cent or more, while’ the 
recovery predicted in their 1963 proposal was substantially less, 


being 6.5 volume per cent, 
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(2) Views of the Interveners 

Mobil took the position that although the proposed project 
incorporates improvement it was still a mining project and would 
not contribute substantially to new and different technology. 
Mobil contended that in situ projects would have much wider appli- 
cation in the oil sands. 

Dome questioned whether the proposed mining and processing 
methods were much different than the ones now in effect. 

Several interveners alluded to the possibility that research 
on in situ production methods in oil sands would be retarded if 
the proposed project were approved. 

(3) Views of the Board 

The Board agrees with the applicants’ contention that sig- 
nificant technological gains would be made if the proposed pro- 
ject were eee with, but recognizes that these improvements 
would be restricted in their application largely to mining-based 
operations. The Board accepts that approval of the proposed 
project might have some adverse effect on the rate of development 
of in situ recovery processes but does not consider it advisable 
to restrict the development of mining methods, if they contorm 
we Alb other Tequirements of thes policy. 10 tavour sor the 
possible development of other methods not yet proposed. 

The Board believes that approval of the proposed project 
would be consistent with the Province's objective of maintain- 
ing its relative technological position with respect to the 


production of synthetic crude ey lle 
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Scale of Operations 
(1) Views of the Applicants 


The applicants stated that the optimum size for the project, 
in the technical sense, would be in excess of 100,000 barrels per 
day of synthetic crude oil. The 80,000 barrels per day level for 
production of varied products was tested by each applicant and was 
the minimum acceptable level. They stated that this level was 
close to, but somewhat above, the minimum economic size. When 
the applicants' policy witness, Mr. Kieschnick, was asked at the 
hearing whether or not they would proceed at a level of 60,000 
or 70,000 barrels per day if some of the proposed markets failed 
to meet the "policy test", he replied that the applicants would 
meet to consider the implications and consequences involved. 

(2) Views of the Interveners 

Canadian Fina contended that the proposed project, if 
approved, should be scaled at the minimum economic level. In the 
Opinion of Canadian Fina, the evidence from the hearing indicated 
that the applicants should be able to proceed with a smaller plant. 

Several of the other interveners were concerned that the 
Stmles ori the proposed project woudd, leave Jittle coom for, other 
types of projects within the 150,000 barrels per day five~year 
production limit for within reach markets. 

(3)2 Views: off the Board 

The Board agrees with the applicants that the scale of the 
project is appropriate relative to the intent of the Oil Sands 


Development Policy and the need for some economic cushion as 
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discussed in Section V. Furthermore, as the Board sees the situa- 
tion at the present time, the approval of this application would 
not preclude the possibility, within the Policy, of approving 


other applications offering further technological variety. 


Economic Feasibility and Financibility 


(1) Views of the Applicants 

As indicated in Section II, the applicants' estimate of the 
total project investment costs, allowing for price escalation, 
was $192,500,000. This figure excluded research and pilot plant 
costs. Annual capital costs were estimated to average 53,0002 0005 
The estimate of. operating costs, including utilities, was 
$26,300,000 per year. Not included in this latter figure were 
depreciation, interest, income tax, pipe line tariffs or Crown 
royalty. 

The average gross revenue, based on the applicants’ esti- 
mates of Edmonton prices for liquid hydrocarbons and plant 
site price for the sulphur, would be approximately $78,220,000 
per year. The revenue would be higher if the price received for 
the synthetic crude o11 or specialty oils exceeded the estimated 
Maninunm prices of S2./5 and S2,00spersbarre | respect tvely.. 

In reply to numerous questions at the hearing regarding 
costs items, the applicants' witnesses affirmed that proper 
allowance had been made for price escalation and that all proper 
cost items were included. They also supported their estimates 


ot the product prices, 
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The applicants did not present any form of economic analysis 
of the proposed project. 

With regard to financing, each of the participating companies 
would make arrangements for financing its share of the project. 
The method or methods of financing which each applicant would 
choose would depend upon the relative advantages of the alter- 
matives available to it at the time the financing was required. 
Each of the applicants submitted an audited financial statement 
as®of December 31; 1967; as*an indication of financial responsi- 
bility: 

(2) Views of Interveners 

Chevron and other interveners attempted at the hearing to 
obtain from the applicants a more detailed knowledge of the pro- 
ject economics. The interveners presented a number of arguments 
in support of their contentions that the Board should be fuldy 
informed by the applicants concerning estimated project costs, 
end that cost evidence should be subject to scrutiny at the 
hearing. After considering the matter, the Board ruled that 
the applicants would not be required to provide cost details 
except with regard to the figures provided in the submission. 

Based upon the statement of Mr. Kieschnick referred to above, 
and upon consideration of Pa ate nie mining, royalty and pipe 
Pane ea it circumstances, Canadian Fina concluded that a facili- 
ty smaller than that proposed might be equally feasible. 

No other views or evidence were presented by the interveners 


With T£éGespect to economic feasibility or financibility. 
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C3)" “Views sof tthesboard 

As iudicated in Section VI. the Board ‘considene@thateirs 
responsibility in appraising the economic feastbiuleyeot sa pros 
posed oil sands project is limited to forming a general judgment 
as to whether orvnot the projsectuismwithin  thegrageerot being 
economically feasible. 

In the opinion of the Board, the economic data submitted by 
the applicants coupled with their willingness to invest in the 
prejecteprovideisurficientsabasisptonethe Board tolconebudewiringa 
general way that the project appears to be economically feasible. 

Although the final form of financing has not been presented, 
the Board has no reservations concerning the ability of the group 


to fimance "tCheyproyece. 
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VULI SUPPLY AND DEMAND FOR ALBERTA CONVENTIONAL 


CRUDE OIL, 1967. - 1980 


Reserves 

(a) Views of the Applicants 

The applicants anticipated that Alberta's inttiral "proved 
conventional crude oil reserves would grow from 9,200 million 
barrels in 1967 to 16,800 million in 1980, No details of the 
basis for the forecast were disclosed at the hearing. 

(b) Views of Chevron 

Chevron adopted Alberta's historical average annual reserve 
growth over the past 20 years of 450 million barrels per year 
for purposes of evaluating trends in the life index of Alberta's 
conventional proved oil reserves. Thus, Chevron forecast that 
Alberta *s’¥nttval’crude#ofl “résétveg wold “feach some 15,300 
million barrels by 1980. 

(c) Views of Dome 

Dome also used Alberta's historical reserves growth of 
450 million barrels per year in evaluating trends in the Alberta 
life index, but believed that this projection would prove to be 
conservative: it did not represent their 'best' estimate. In 
addition, Dome cited data from the Canadian Petroleum Association 
indicating that Alberta's historical proved and probable re- 
serves growth had been some 550 million barrels per year. 

(d) Views of the Board 

A forecast was prepared by the Board of light and medium 


conventional oil reserves which involved an examination of 
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potential appreciation of reserves in currently existing pools and 
an assessment of likely levels of future discoveries and their 
appreciation. The appreciation analysis included appraisal of 
both future development and increases in recovery factors. In 
the case of future discoveries, an analysis was made having re- 
gard primarily for the extent of unexplored sediments and the 
characteristics of formations wherein reserves have been developed. 
On this basis, the Board forecast that Alberta's initial Bere 
light and medium crude oil reserves would reach some 15,700 
million barrels in 1980. Of this total, the Board estimates 

that some 11,700 million barrels represents the appreciated 
reserves of currently existing pools, and some 4,000 million 
barrels represents the appreciated reserves of currently undis- 
foowened pools. The pattern of growth assumed by the Board 
utilized a higher rate of growth during the initial forecast 
years, and a declining rate thereafter.- “Thesaverage sannual 
ee, over the entire forecast period was some 480 million 
barrels, which is close to the Board's current estimate of the 
historical long term growth rate. In addition, the Board has 
made judgment adjustments to this base forecast to obtain ‘'high' 
and ‘'low' reserve estimates. The average annual growth for these 


cases is some 600 and 380 million barrels respectively. 
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Further details of the various reserve forecasts are shown in 


Table VIII-l bejow: 


Year 


1967 
1970 
1975 
1980 


Table VITI-1 


Forecasts of Alberta Initial 
Conventional Crude Oil Reserves 


(millions ony barrels) 


Applicants Chevron and Dome Board* 
Low Medium High 
9,200 9,400 9,400 9,400 9,400 
71, 500 10,800 10, 850 LPOG TP A5O 
14,500 13, 000 13,000 nS ga 6) 14,650 
16, 800 TOU 14, 400 15,700 17,200 


* Excludes heavy crude oil 


Demand 


(a) Views of the Applicants 


Domestic Demand for Canadian Oil. The applicants' pro- 


jection was based on an energy forecast which embraced estimates 


of population growth, employment, gross national product and 


capital expenditure. The demand projections by source included 


petroleum products, natural gas, coal and coke, hydroelectricity, 


nuclear electricity and wood. The share of each source was a 


function of availability, convenience and price. Projections 


by end use related to automotive power, residential, commercial 


and 


industrial fuel consumption, thermal and nuclear power gen- 


eration. The applicants' study indicated that energy demand in 


Canada would increase annually at a rate of 4.3 per cent from 


1966 to 1985. During the same period demand for petroleum was 


projected to increase annually at 4 per cent. On this basis, 


domestic demand for Canadian crude oil and pentanes plus was 
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anticipated to rise on average by 3.2 per cent per year. froma 
level of 632 thousand barrels per day in 1967 to 1,120 thousand 
barrels per day in 1985, The volumetric average increase was 
Some 27,100 barrels per day, as compared to the average aver the 
Veet five years of 30,200 barrels per day, 

Of the average 27,100 barrels per day, some 16,300 barrels 
were located in Ontario and10,800 barrels per day in British. 
Columbia and the Prairie Provinces, including the Northwest 
emnrltOr lee, 

Export Demand for Canadian Oil. The export demand for 
Canadian oil was predicated On a study by the applicants of the 
demand for petroleum in the United States, which utilized a 
total energy forecast, A forecast was then prepared of crude 
oil requirements by PAD District, which were allocated to var- 
ious sources of supply. Thus, the share of the market attributed 
to Canadian sources of supply was determined by an aggregate 
analysis, rather than by assessing areas within the Districts 
and refineries, On this basis, the applicants estimated that 
exports of Canadian oil to Districts I to IV would increase 
from 227 thousand barrels per Pe In 1967 to 926 thousand 
barrels per Ca Verano 5.5 © assuming the one million barrels per 
day of United States Synthetic production for 1985 estimated by 
the applicants is marketed in these areas, Corresvonding fig- 
ures for Dietrict V were 185 and 300 thousand barrels per day 
respectively. The applicants' figures did not include addi- 


tional markets which may accrue by virtue of approval of their 
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application. Furthermore, the applicants believed that the 
level of exports they projected may prove conservative, espec- 
tetiy ein tebation tortheirsestimatevof the United States supply- 
demand deficit. 

Production from Provinces other than Alberta. The applicants 
expected production from British Columbia would increase to 1980 
and remain’ virtually constant thereafter. .Production from 
Saskatchewan and Manitoba was anticipated to decline in the 1970's, 
as additions to reserves were insufficient to offset declining 
productivity. The Saskatchewan reserve life budee was anticipated 
to callie trom some etent years int1967 torsome six*years: in) 1985. 
Production from Ontario and Norman Wells in the Northwest 


\\ 
Territories was projected at constant levels. An allowance was 


\) 
made for production from 'other' areas, commencing at low levels 
im Lo7O" and rising 'tow250 *tthousand) barrels) per day by) 1980. 
“Other areas were intended to Unclude the Northwest Territories, 
the Yukon and British Columbia offshore. The applicants expected 
that potential production from the Arctic Islands’, Eastern ofishore 
areas and Quebec would be marketed in Eastern Canadian markets. 
Overall, the applicants forecast that production from areas 

other than Alberta would rise from 332 thousand barrels per day 
to 466 thousand barrels per day in 1980, 

Production of Alberta Crude Oji and Equivalent. On the 
basis of the projection of demand and supply from areas other 


than Alberta, production of crude oil and pentanes plus in 


Alberta was anticipated by the applicants to increase from 712 
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thousand barrels per day in 1967 to 1,566 thousand barrels per 
day by 1980; 

Production of Alberta Conventional Crude Oil. The appli- 
cants!' forecast of Alberta conventional crude oil production 
results from deducting its estimates of synthetic crude oil and 
pentanes plus production from the projection of, Ccrudemoil and 
equivalent production. Synthetic crude oil production was ass- 
umed to be 45,000 barrels per day from 1969 onwards; production 
of pentanes plus increased from 80 thousand barrels per day in 
1967 to 106 thousand barrels per day in 1980. 

Consequently, the applicants’ forecast that production of 
Alberta conventional crude oil would rise from 631 thousand 
barrels per dayan 1967 to 1,415 .thousand barrels, per day. in 
L808 

Further details of the applicants' projections are shown in 
Tables Will =24 e053 ,oVili-4hand Vill=5e 

(b) Views of Chevron 

Chevron did not present a projection of demand for Alberta 
Otliee However,ett did, incl ude fa. forecast) of) expornts,.of ;Canddian 
oml-tollthe Uniited.States. Expontis of crude oih and equivalent 
to District Vo were anticipated to fall to a level of 120,000 
barrels per day in 1970 from the level of 188,000 barrels per 
day achieved siagloG7 cand: subsequent yestomris 69 to. 425.000 
barrels per day by 1980. However, Chevron qualified the fig- 


ures for the later forecast years, since no allowance had been 
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incorporated for the effect of production from the Arctic slope 
Or Santa Barbara offshore. Chevron believed these developments 
could suppress any growth in Canadian exports to District V. 

WL nespect "bo Districts I to IV, Chevron anticipated ia 
steady growth in Canadian exports of crude oil and equivalent 
from 229,000 barrels per day in 1967 to 730,000 barrels per day 
aM LOO ON 

In total, Chevron estimated that Canadian exports would grow 
from 417,000 barrels per day in 1967 to 955,000 barrels per day 
ine 62 8 O).. 

(co), 4 Views vofythe ~Board 

Domestic Demand for Canadian Oil. The Board's most recent 
forecasts indicate that, in total, domestic demand for Canadian 
oil would grow from 628 thousand barrels per day in 1967 to 1,085 
thousand barrels per day in 1980: an average annual growth rate of 
some 4.3 per cent. This aggregate figure embraces average annual 
erowehexrates Of 93.4) per scent for the Prairie Provinces and) the 
Nomthwest slenritorice..4.\2sperucent for British Columbia and 5.1 
per cent tor Ontaxriior, 

The Board notes that its forecast exceeds the applicants' 
by close to 100,000 barrels per day in 1975 and by 130,000 barrels 
per day in 1980. Most of the difference between the projections 
relates to Ontario. The underlying rate of growth of total product 
demand for this Province utilized by the Board averaged 4 per 
cent, 1967 to 1980. The Board also assumed the continuation of 


the current provisions of the National Oil Policy, and that with 
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respect to Ontario, the implementation of them would entail the 
displacement of some 25,000 barrels per day of current imports 
and transfers of lighter ends over” the first, five orsso years of 
the forecast period. 

The Board agrees with the applicants that the rate of growth 
of Canadian oil consumption within Canada may decline in the 
future. However, the Board does not believe that, as anticipated 
by the applicants, the volumetric average increase over the fore- 
cast period will be less than over the past five years. Moreover, 
the Board considers the growth over the latter period to have 
been depressed to the extent that deliveries of Canadian oil to 
Ontario were limited primarily by pipe line capacity. Overall, 
the Board does not believe its forecast of domestic requirements 
is excessive. 

Export Demand for Canadian Oil. The Board's forecast of 
exports was based on a general projection of the trends in the 
growing market for Canadian oil in the United States. In par- 
ticular, it makes no allowance either for the elimination of 
restraints on Canadian oil exports or for the impact of the 
development of large additional requirements for synthetic or 
conventional crude oil in the United States. The Board envisaged 
growth in exports of Canadian oil to District V would be Sev- 
erely curtailed by the actual and prospective growth in Alaakan 
production and the possibility of additional production in 
California. Thus, export volumes to this area were anticipated 


to rise only marginally from 145 thousand barrels per day in 
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P96GaetoelG5 stnousand barrels per day in. 1980... In contrast, the 
Board expects a substantial increase in exports to Districts I to 
IV from a level of 229 thousand barrels per day in 1967 to 800 
thousand barrels per day in 1980, The annual growth rate for 
these areas, initial to terminal year, is 10.1 per cent. The 
figures include an increase in shipments to District IV of some 
100 thousand barrels per day, reflecting the assumption that the 
recently expanded pipe line capacity for systems supplying 
Ganddtanyoil sto this apeaywould™ be utilized during the forecast 
period. In District II allowance was made for increases in re- 
quirements of refineries, for instance in Minnesota and Wisconsin, 
which are dependent on Canadian oil for the majority of théir 
supplies, and fcr: increased penetration of the Detroit=-Toledo 
area and north and central Michigan. Processing of Canadian oil 
byeGnicagourefinerieceywas anticipated to commence» in%1970 andsto 
increase throughout the period. 

Overall, Canadian exports to the United States were antici- 
pated to increase eon 416 thousand barrels per day in 1967 to 
965 thousand barrels per day in 1980, yielding an average annual 
prowth rate of 6.7/7 per cent. 

4A comparison of the forecasts shown in Table VIII-2 indi- 
cates a reasonably close correspondence for 1970 and 1975 for 
Diet rd ote Veen terms ofa minimal growth situation for Canadian 
exports. The 1980 assessment for District V is also similar, 
given the fact that Chevron believed their forecast might be 


He lhpee terest tu cte nt por lvapaddetorecasts are in close, agree- 
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ment in 1970. However, by 1975, the applicants' forecast exceeds 
Chevron's and the Board's by a considerable volume. This reflects 
the applicants' anticipated growth of over 300,000 barrels per day, 
1975 over 1970. The Board believes this amount may be excessive. 
In 1980, the 1975 absolute Sireeeeeeee between the Board and 
Chevron forecasts and the applicants' remain much the same. 

Table VITi-e2 


Demand for Canadian Oil 
(thousands of barrels per day) 


Domestic Demand Exports to the United States 
UO mL StreCus.l lOlusy UvoeliSurLeu Vv 


Year Applicants Board Applicants Chevron Board Applicants Chevron Board 
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1967 632 628 227 229 229 185 188 187 
1970 685 731 350 340 368 Lh5 120 145 
1975 815 907 664 515 549 160 130 153 
1980 955 1,085 897 730 800 180 225 165 
Average . 
Annual 3.2 4.3 lee Ow 10-3: 
Growth Rate 

Total Exports Total Demand 
Year Applicants Chevron Board Applicants Board 
1967 hie 417 416 1,044 1,044 
1970 495 460 513 1a c0 Leh. 
1975 82h 645 702 1,639 1,609 
1980 1,077 SEE 965 2,032 2,050 
Average 
Annual ait 6.6 bar Res 5.3 


Growth Rate 


Oil Production from areas other than Alberta. The Board 
estimated that production from Saskatchewan would declina, mainly 
over the latter half of the forecast period. This pattern im- 


plicitly assumed that declining production from certain existing 
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reservoirs would not be more than offset by new developments and 
discoveries. Production from British Columbia was expected to 
rise gradually, but the small production from other areas such 
as Manitoba and Ontario was assumed to remain constant. The 


Board deemed it prudent to include an allowance for production 


q q 


from ‘new' areas, which might embrace substantial discoveries 

from such varied sources as offshore or northern British Columbia, 
the Northwest Territories and new formations in Saskatchewan. This 
allowance amounted to some 150 thousand barrels per day in 1980. 


The- new! 


areas allowance makes no provision for discoveries in 
the Northwest Territories of a magnitude comparable to Prudhoe 
Bay. If realized, such a development would require a substantial 
revision to the figures. 

Overall, the Board projected production from areas other than 
Alberta would rise from 332 thousand barrels per day in 1967 to 
457 thousand barrels per day in 1980. 

The Board's forecast of Saskatchewan production is some 
90 thousand barrels per day more than the applicants' by 1980. 
Although the Board believes the production from several existing 
reservoirs may exhibit a pattern similar to the applicants' pro- 
jection, the Board expects that further development and continu- 
ing new discoveries will mitigate this trend. The respective 
forecasts for British Columbia are close. Production from ‘new' 
areas assigned by the applicants exceed those of the Board by 100 
thousand barrels per day in 1980. As a consequence of compensat- 


ing differences within the forecast by 1980 the Board's and the 
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applicants' projections of total production from areas other than 
Alberta are in close agreement. BERRA ee in, bo) 5.) thesspoards 
forecast exceeds the applicants' by over 100 thousand barrels per 


day, with the discrepancy attributable mainly to the differing fore- 


casts of production from Saskatchewan and 'new' areas. 


Table Viil-3 


Oil Production from Areas other than Alberta 
thousands of barrels per day 


Saskatchewan British Columbia 
and Ontario 
Manitoba and n.w.t. (1) New Areas Total Production 


Applicants Board Applicants Board Applicants Board Applicants Board 


rr me ee 


1967 269 269 63 63 = = Bos a2 
roo 250 266 tte re z. 2 328 348 
1975 lyfe 256 By 90 hO 15 302 hol 
1980 129 216 87 Ql 250 150 466 57 


(1) N.W.T. production tonfined to Norman Wells. 


Production of Alberta Crude Oil and Equivalent. On the 


basis of the forecasts discussed above, production of crude oil 
and equivalent from Alberta was anticipated by the Board to expand 
from 713 thousand barrels per day Le EG at Ole .o ie thousand 
barrels per day in 1980. These figures include synthetic crude oil 
Peoduetion under the current approval issued to Great Canadian of 
45,000 barrels per day, but no additional synthetic supplies. 

The difference in any one year between the Board and the 
applicants' forecasts of demand for Alberta oil is the net 
effect of any variations between the components of the projec- 
tion. The principal difference between the forecasts in total 


appears in 1975, most of which is attributable to the lower level 
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of production from ‘other' areas anticipated by the applicants, 
rather than to a divergence in estimates of total demand for 
Canadian oil. 

Table VIII-4 


Demand for Alberta Oil 
(thousands of barrels per day) 


Year Applicants Board 
1967 712 713 
1970 852 896 
1975 oot T, 166 
1980 1,566 1,594 


Production of Alberta Conventional Crude Oil. The applicants’ 
and Board projections of production of conventional crude oil shown 
in Table VIII-5 are the figures of Table VIII-4 after deduction 
of estimates of synthetic crude oil and pentanes plus production. 
As such these numbers include heavy crude oil production which 
currently amounts to some 26 thousand barrels per day and may in- 
crease to some 43 thousand barrels per day by 1980. Both fore- 
Caste utilized a synthetic crude oil production level of 45,000 
barrels per day from 1969 onwards. However, the applicants' 
estimates of pentanes plus production were lower than those of 
the Board in each year, with the difference amounting to some 
50 thousand barrels per day in 1975 and 1980. Consequently, the 
variation between the forecasts in 1975 shown in Table VIII=-4 
is accentuated when restricted to conventional oil production; 


the corresponding difference in 1980 is reversed. 


Year 


1967 
1970 
EoD 
1980 
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Table VIII-5 


Demand for Alberta Conventional Crude Oil 


(thousands of barrels per day) 


Applicants 


631 
709 
dey ea 
1,415 


Board 


631 
728 
989 
1,389 
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Ix HEAVY FUEL OIL MARKETS 


(a) Views of the Applicants 

The applicants proposed to manufacture a product closely 
rerated in Characteristics to a ‘No. 4° fuel” oil. However) it 
was anticipated that this product would effectively compete in 
the market for No. Celie. a ae The applicants anticipated 
that the specifications of their proposed fuel oil would have 
Particular advantages ,finciudinge Lowo sulphurveontent *=tan import- 
ant aspect in the Vight of incredsing interest in’podlution) con- 
trols - a low metal content and a low pour point. 

Ontario and British Columbia. The applicants presented 
evidence to demonstrate an anticipated increasing gap between 
the supply and demand for certain, fuel oils in Ontario and 
British Columbia which they expected would be supplied by imports 
or transfers from areas east of the National Oil Policy 'line' 
under normal circumstances. Details of the evidence are shown 


in fable" Ix=17% 


a 


(1) The Dominion Bureau of Statistics defines Heavy Fuel Oil) es 
all grades of residual type fuels, embracing Numbers 4, 5 
and 6 fuel oll. The uses of these fuels are primarily in-= 
dustrial, * includin gtd last furnaces , ships,» locomotiyes, power 
generation and refineries. 
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Table IX-1 
Fuel Oil Deficiency to be Supplied by Imports and Transfers 
on 
Ontario British Columbia. . 
Maximum Production Minimum Production Maximum Minimum 
Year Maximum Demand Minimum Demand Demand Demand 
1967 ok oh 16 16 
1970 Biv BD 18 sly. 
1975 54 Wh 16 13 


1980 70 54 22 18 

In Ontario, heavy fuel oils compete in the market tent 
naturale gas, 'coal; electricity andynuclearspoverecgenctation, 
The applicants postulated two cases for Ontario demand, which 
related to differences in the proportion of the market served 
by natural gas. Two cases were also shown for domestic produc- 
tion of Ontario heavy fuel oils, both of which indicated rela- 
tively insignificant increases invproductions )thiselatter 
trend was intended to accommodate an anticipated reduction in 
themavaidlabildtysof medium’ gravitys oil gor, Ontariopretineri es, 
particularly from Saskatchewan, and the continuing economic /sin- 
centives for refiners to minimize the yield pom rvestdual rue? oil ; 
The applicants, contended that these sincentives were related to 
ratios of product yield to market demand and the fact that the 
realization from heavy fuel oil was less than the price of 
Canadian conventional oil. Onyitiniisey ba sais ae difference be- 
tween supply and demand to be supplied by imports and transfers 
was estimated to range from 24 thousand barrels per day in 1967 
to 54 thousand and 70 thousand barrels per day in the minimum 


and maximum cases, respectively, in 1980. time/s Cure a pew ais 


a a 


expected to vary from 44 thousand barrels per day to 54 thousand 
barrels per day, of which some 10 thousand barrels per day was 
estimated to reside in the Ottawa Valley. Thus, under the 
euvrrent Netiondl Oil "Policy, the indicated market for %imports 
and transfers which might be displaced by Canadian sources of 
supply would vary between 34 thousand and 44 thousand barrels per 
vee Lo 7) s 

A similar analysis was conducted for the British Columbia 
residual fuel oil market. Domestic production was anticipated 
EO ancrease trem 12" thousand* barrels *pervday in 1967"to%l9 
thousand barrels per day in 1980. Two cases were projected for 
total demand, with the lower case assuming that gas would be 
supplied to Vancouver Island. These projections indicated a 
supply-demand gap varying from 18 thousand barrels per day to 
22 thousand barrels per day in 1980. The figures supplied by 
the applicant for both Ontario and British Columbia related 
Peigacily Co No. tel = oy 

Great Lakes Area of the United States. Cities undertook a 
surwey of markets for low sulphur fuel oil in the Great Lakes area. 
The survey indicated an existing and potential strong demand for 
low sulphur fuel oil not currently being met. Consumers of fuel 
oil were using higher sulphur specification product than prefer- 
able; coal and natural gas were used in industrial applications 


which could be supplied by appropriate fuel oils. 
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Tn the States, of Illinois, Laidiana, Michigan and Wisconsin 
consumption of residual oil exceeded production from surrounding 
Areas bo thesextentuthatwthesrver lon simpouted a Domt Lon sot ta 
required residual fuel supplies from other areas of the United 
States. Production of residual fuel oil had declined signifi- 
cantly over the past five to six years at a time when the demand 
for energy increased. This indicated an increasing demand for 
fuel oil was not being met from conventional sources. 

Cities anticipated that production of residual fuel orl, by 
refineriesswould continues tos decline, pparticulanlyain view of 
the costs involved in the reduction of sulphur content and that 
competitive fuels would supply the increasing energy demand, 
even more so than in the past. 

Atlantic Richfield endorsed the conclusions of Cities!) study. 

(b) Views of the Board ( 

Markets in Ontario and British Columbia. Under the current 
terms and operation of the National Oil, Policy, movements) ior 
certain heavy oils are exempt from the normal provisions of the 
Poleeye In particular, imports or transfers from areas east of 
Ontario supply any deficiency between domestic production and 
fuel oil requirements in Ontario and British Columbia. 

With respect to the future operation of the National Oil 
Policy, the Board can see no reason to assume at Bhi.s stime st hat 
the factors which have provided justification for the exemption 
of heavy fuel oils from the normal operation Ofte thes Poliicyve widel 


change significantly in the future. Thus, the Board anticipates 
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that offshore supplies will be available and that economic incen- 
tives and the market structure will continue to encourage refiners 
in Ontario and British Columbia to maintain or increase the yield 
of the lighter products. Consequently, the Board believes that 
the supply-demand gap at whatever level realized will continue to 
be satisfied by imports and transfers. 

Table IX-2 shows the historical production of heavy fuel oil, 
gefinedi as the DBS classification 4, 5) and 6, as a proportion of 
refinery runs, the demand for heavy fuel oils and the volume of 


imports and transfers for Ontario and British Columbia. 
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Table IX-2 


Demand & Supply of Residual Fuel Oil 


Ontario 
‘(wB/D) 
Production 
Demand for Production of ( as % of (2) 

Year Heavy Fuel Oils Heavy Fuel Oils Refinery Runs 
LOD y 36 26 Iey) 

1960 he 29 13 
- 1962 53 Ty) 18 

1964 65 7 16 

1965 76 54 aii 

1966 78 56 19 

1967 82 61 19 

British Columbia 
MB/D 
Production 
Demand for Production of as % of 

Yeas Heavy Fuel Oils Heavy Fuel oi1s(1) Refinery Runs (2) 
1957 fea Lit 18 

1960 18 9 2 

1962 18 10 13 

1964 els Vat ag: 

1965 ae 10 12 

1966 25 12 1 

1967 29 13 . 12 


(1) Includes inventory changes 
(2) Net of inventory changes 


Source: Dominion Bureau of Statistics 


Imports 
and 
': Transfers 


10 
13 
da 
18 
Be 
2e 
eu 


Imports 
and 
Transfers 


le oe 


The Board has not undertaken an independent, detailed fore- 
cast of the markets for heavy ells in Ontario and. British. Columbia 
but rather has appraised the evidence supplied by the applicants. 
erevewcese Oo sbritish: Columbia, the Board,is.in.close agreement 
with the applicants' estimates of both domestic supply and demand. 
Hence, the Board believes that a supply-demand gap anticipated by 
the applicants in the range of 13 to 16 thousand barrels per day 
in i975, increasing to 18 to 22 thousand barrels per day in 1980 
is reasonable. With respect to Ontario, the Board sees no jus- 
tification for diverging from the applicants! forecast of demand. 
However, the Board considers that the applicants' forecast of 
production may be conservative. This view primarily reflects 
the Boards “anticipation that refinery throughputs in Ontario 
will be somewhat higher than those expected by the applicants. 
The Board's appraisal indicated that the supply-demand gap on 
Phe basis of its own forecast of refinery throughput, and assum- 
ing a gradual reduction in residual fuel oil yield, would be some 
40 thousand barrels per day in 1975 and 55 thousand barrels in 
1980. This corresponds to the applicants' figures of 44 to 54 
thousand barrels per day and 54 to 70 thousand barrels per day, 
respectively. 

Great Lakes Area of the United States. As in the case of 
Ontario and British Columbia, the Board has not conducted an 
independent, detailed study of fuel oil markets in the Great 
Lakes area. However, the Board has prepared some data relating 


to the six States of Michigan, Wisconsin, Illinois, Ohio, 
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Minnesota and Indiana, which indicate that the consumption of 
residual fuel oil in this area has fallen from a peak of 214 
thousand barrels per day in 1956 to a level of 154 thousand 
barrels per day invi966." In terms, of=retinery yield) sresidcual 
fuel oil has fallen from some 15 per cent in the early 1950's 
fo some sper cent in L£96/.. They detarls are shown, ines aple 
Xian 

Table IX-3 

Residual Fuel Oil Movements, Great Lakes Area 
(B/D) 


Residual Fuel 


Consumption of Residual Oil Production as 
Year rue Orlin ols States(1) Proportion of Refinery Runs (2) 
1950 192 15.3 
1956 214 12.2 
1961 181 Lose 
1964 165 oa 
1965 167 One 
1966 Hoe 6.8 
1967 NA: 6.8 


(1) Minnesota, Wisconsin, Michigan, Indiana, Illinois and Ohio 
(2) Six States and Kentucky, Tennessee, North Dakota and South Dakota. 
pource:. Uso. Bureau of Mines 

The Board presumes that apart from the incentives towards 
Maximization of yields of higher value products which exist for 
United States refiners, the trend shown by these figures also 
reflects competition from other energy sources, such @s natural 
gas. This background indicates to the Board that the essential 
conclusion of the Cities' study - the existence of an actual or 


potential market for residual fuel oil of appropriate quality 
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inetheeGreat Lekessareaue 1s valid... The Board also notes’ that 
some 25 thousand barrels per day net of residual fuel oil is 
imported into District [1, most of which is supplied from domestic 
refinery sources. 

A@turther aspect in the evaluation, of ‘the market for. fuel 
Dileseinetne Great Lakes area is the position of residtal fuel oil 
under the United States Oil Import Program. Currently, residual 
Preis ouieimports anto the Rast Coast of the United States are 
regulated only to the extent that the amounts licensed satisfy 
the anticipated supply-demand gap. This, ingilcates,to the Bosra 
that prima facie the treatment of residual fuel imports into the 
Great Lakes area similarly would be excluded from the overall 
lo Gseoerecents oiecomedtice production import quota for, Districts 
I to IV. Moreover, the Board believes that whether or not such 
fuels O11 imports are, treated within the 12.2 per. cent quota, 


these amounts will not be subject to informal restraints. 


Seater 
X__- THE UNITED STATES SUPPLY-DEMAND BALANCE 
xX THE UNITED STATES SUPPLY-DEMAND BALANCE 


The Board received evidence in the form of written submissions 
and testimony at the hearing regarding the abilitysof., United States 
domestic sources to supply future United States requirements for 
liquid hydrocarbons, The Board considers that such evidence pro- 
vides a cross section of knowledgeable opinions concerning the per- 
formance of the factors relevant to future United SEatces supply and 
demand. In view of thesfact Uthat wihere is\considerable vyariarion 
among these opinions, the Board believes that its views should 
embrace a range of possibilities reflecting these differences. 

(1) Views of the Applicants 

The applicants submitted an estimated United States supply- 


demand balance based on the elements contained in glaplesx—Impe Lows 


Table X-L 
Applicants: United States Supply-Demand Balance for Total Liquid Hydrocarbons 
(thousands of barrels per day) 
Wrens U.S. Conventional U.S. Synthetic 
Demand Domestic Supply Production Deficiency, 
Gi), 2 3 

1967 12,583 10,222 - Soom 
1970 13,460 10,600 ~ 2,860 
1975 Iyer IAS 1s 100 3,729 
1980 i ,ele Ee 6s 7, 500 5,075 
1985 18, 832 1, 605 1,000 6,227 


The figures shown in column (1) above ieiidemexnores from the 
United States. The deficiency shown in column (4) “Of et he tab la 

is the difference between column CL) and the sum of columns (2) and 
C35. This deficiency differs from that presented on pages VI—-20o6 


the applicants" submission due torthe inclusion of the applicants' 
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forecastslofsynthet ta production. In addition, it should be 
noted that the deficiency shown for 1967 understates the volume 

OF import giainto the United States .in that yean. by, 17.5, thousand 
barre la, per iday.. oriisome .i/, per icenst. ins, or et.lects, the exclusion 
from column (1) of inventory changes, which were both positive 

and substantial in 1967. 

United States Oil Demand. The .applicants \riorecast, of United 
States demand was based primarily on the application of judgment 
Ga jnistonireal crends, The average annual rate of growth in the 
forecast from 19.67 ptosl So 01s aZc3epe nicent., This growth rate is 
substantially lower than the 4.9 and 4.4 per cent achieved in 1966 
and 1967, respectively. 

The applicants commented on the fact that their demand fore- 
cast was low in relation to forecasts prepared by the United States 
Department of the Interior. In particular, the applicants noted 
Shaeeonare sown lovecast prorvlo80 wass~l/.2 million barrels per day; 
whereas the United States Department of the Interior in a contem- 
poraneous forecast had estimated 1980 demand at 17.5 million bar- 
rels per day and subsequently increased its estimate to 18.2 
million barrels per day. The applicants expressed confidence 
in the demand forecasts of United States government departments 
and believed their own forecast would prove conservative both for 
this reason and because the estimate for average daily demand in 
1970 in their own forecast was actually achieved during the first 


partpat 1968. 
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United States Conventional Oil Supply. In order to deter-—- 


mine future United States production from conventional sources, 
consideration was given to prior performance of the United States 
producing industry and policy objectives which the applicants 
believed would be espoused by future United States governments. 
As regards the latter, the applicants were of “the “opinion fthat 
the government would seek to maintain ther producimem hi resinde: 
atidestrable slevien.s. 

The predictions with respect to future levels ‘of United "states 
conventional reserves of liquid hydrocarbons resulted from an 
analysis of appreciation factors, well ststistics Jand HListoriecall 
trends in exploratory drilling in the various United States areas 
of “productron. The applicants indicated that, in aggregate, res-— 
erve additions accredited to the initial year discovery, and 
adjusted to compensate for partially developed fields, have averaged 
about 3.5 billion barrels annually since 1957. During this period 
the life index of proved reserves declined steadily, reaching a 
leveteotelOsjeyears ae thesendsof=196/% On the basis of their 
study, the applicants concluded that average annual reserve ad- 
ditions over the forecast period would remain virtually unchanged 
from the level of the previous decade. 

The applicants related the rate at which future United States 
conventional reserves would be produced to the concept of national 
security. Tt was contended that) as" a"mattersof prudence, future 


United States governments would retain surplus producing capability 
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sufficient to cover a significant portion of imports of overseas 
crude oil and products. The applicants believed that United 
States security objectives would be satisfied provided conventional 
producers were able to replace some 50 to 75 per (cent vo B foveriees ais 
imports in the event of future emergencies. In Sis *vonneect iom, 
allusion was made to similar views expressed by Dr. R. J. Gonzalez, 
an American consulting petroleum economist, in the Oil and Gas 
JoOunpmal AWADHI eS | 19 68 , The 50 to 75 per cent requirement was 
related to volumes of overseas imports representing some 16 per 
cent of predicted United States demand, Witnesses for the 
applicants stated that the production forecast in column (2) of 
Table X-1 was derived by allowing the life index of United States 
reserves sto decline ito 69) years tim 1974 jeat which (lével iit ova: (He Id 
constant thereafter, a procedure which the applicants claimed 
would provide the requisite surplus capability. On these assump-— 
tions, United States conventional production reaches a plateau in 
the latter half of the 1970's and subsequently declines. 

At the hearing, Mr. R. G. Daniel was questioned on the 
realism of projecting gross additions to reserves at the level 
of recent history. Mr. Daniel acknowledged that the United 
States Department of the Interior's publication, 'United States 
Petroleum through 1980', mentioned future reserve additions of 
4.8 billion barrels annually. However, Mr. Daniel quoted from 
the text .ifiithe batter docuntlemt toioshowlthat tthe "iipgund wf °4 Js 
billion barrels was not intended to represent a forecast of future 


reserve additions, but was simply a prerequisite for the attain-— 
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ment of production levels necessary to maintain the United States 
deficiency at a desirable level. Mr. Daniel also rejected the 
possibility that va bong terminateromh imesenve additions ts weace x 
than (the “historical ‘rate would’ensue as acresult vot the two 
recent discoveries in the Prudhoe fay area of Alaska. The 
reserves associated with these discoveries have been estimated 

at between 5 and 10 billion barrels by DeGolyer and MacNaughton, a 
United States firm af petroleum consultants, Mr. Daniel agreed 
that the upper limit of the range represented annual reserve ad— 
dittons ‘of tsome -baSehillion barrels periyearsover Jiyearsmandawas 
therefore approximately equivalent over this length of time to 
the difference between historical annual reserve additions and 
the figure of 4.8 billion barrels per year mentioned by the 
Department of the Interior in ‘United States Petroleum through 

EO S.0N. However, the witness opined that discoveries of this 
magnitude were necessary simply to maintain reserve additions 

at the historical level, since :the principal effect would be to 
offset downward trends in other areas. Moreover, Mr. Daniel 
believed that within Alaska itself the production estimates em- 
bodied in the applicants' forecast would not be exceeded as a 
result, of recent idiscoveries in the Prudtoe Biay area, since the 
original estimates were based on an evaluation of Cook Inlet 
which now appeared overly Renate a The applicants' fore- 


cast of Alaskan production is shown in Table X-2 following. 
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Table X-e 


Applicants: Forecast of Alaska Production 


(thousands of barrels per day) 


1967 1970 1975 1980 1985 
80 310 410 880 1,250 


With respect to other states, the applicants predicted increases 
in production from Louisiana offshore and California. Increases 
in Texas production were expected to be small. 

Uueced Slates Synthetic O01) Supply. The applicants predicted 
that production from such sources as oil shale and coal liquefaction 
would commence at 100 thousand barrels per day in 1975 and increase 
to 500 thousand barrels per day and 1 million barrels per day by 
1980 and 1885, respectively. The expected location of this pro- 
duction was not specified. Testimony given at the hearing 
emphasized that production of this nature is dependent on the 
development of an adequate technology and the provision of large 
amounts of capital, both of which factors underline the uncertainty 
Oiwethe shotrecas ty. However, the appiicants viewed the history of 
such projects as favourable to future commercial development. 

In suprort of this view, the applicants referred to a publication 
of the United States Department of the Interior entitled 'Prospects 
for Oil Shale Development', in which a plant producing 33 thousand 
parrels per day in 1972 was deemed a realistic possibility. This 
was held to be consistent with the opinion expressed by the 

United States: Department of the Interior in "United States Petro- 
leum through 1980' to the effect that synthetic production was 


unlikely. to» constitute; an appreciable factor in the United States 
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energy market before 1980. The applicants contended that their 
1980 projection of 500 thousand barrels per day United States 
synthetic production was not significant in relation stomaapro— 


jected level, of United States demand of 1772 million) barrels 


per day. 
DeficiencywotsUnmited States Oil wocupply. Various aspects of 


the deficiency resulting from the applicants’ analysis are depicted 


in Table X=3. 


Table X-3 
Applicants: Deficiency of United States Total Liquid Hydrocarbon Suppl 
(thousands of barrels per day) 
Required 
Overseas Imports at Overland 


Deficiency 16% U.S. Demand Imports 
(1) (2) (3) 


1970 2,860 2545 706 
1975 3,729 2,455 1,274 
1980 5,095 2,754 2 oe 
1985 Gyeet 5,013 3,214 


The applicants believed the deficiency shown in column (1) 
to be a reliable, but possibly conservative, estimate. This view 
was based on the opinion that the underlying production forecast 
would prove accurate, whereas the forecast of United States demand 
might be exceeded, Representatives of the companies affiliated 
with the applicants and involved in purchasing agreements regard- 
ing the synthetic production also expressed confidence in the def- 
lelency forecast. 

The numbers in column (2) were obtained by relating the 
applicants' assumption that the United States authorities would 
seek to maintain overseas imports at 16 per cent of United States 


demand. to the demand projection in Table X-1l. The applicants 
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emphasized the fact that overseas imports had averaged 16 per 
cent of demand since mandatory government controls were imposed, 
indicating that the United States government considered this to 
be a desirable level. Witnesses disagreed with the suggestion 
that the historical relationship between overseas imports and 
United States demand was a partially fortuitous outcome of the 
present United States Oil Import Program. In this regard, the 
applicants stressed the cohesion of ali the elements embodied in 
their analysis of future United States supply deficiency and con- 
tended that, if overseas imports should actually axceed 16 per 
cent of United States demand, the United States would be forced 
to maintain the life index of reserves at a level higher than 9 
vVoars in Order tar bemaple tCovreplace’ 50° to" 75" per cent of such 
imports. thus, 2a che applicants § judgment, an’ increase’ in the 
level of overseas imports above 16 per cent of United States 
demand would inflate the deficiency in Table X-3 by reason of a 
reduction in the level of United States conventional production 
shown in Table X-l. 

The numbers in column (3) of Table X-3 were not provided by 
the applicants and are simply the residual obtained by deducting 
the numbers in’ columns’ (2 )ertomethe* dericiency ih column (19% 

(2) Views of Chevron 

Chevron submitted detailed evidence regarding both national 
and regional aggregates of future United States supply and demand. 
Table X-4 summarizes Chevron's predictions with respect to United 


States totals. 
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“Maple X= 


Chevron: United States Supply-Demand Balance for Liquid Hydrocarbons 
, thousands of barrels per day 


Ui. U.S. Conventional U.S. Synthetic 
Year Demand Domestic Supply Production Deficiency 
1967 12,300 Ley 222 - 2,076 
1970 13,600 10, 941 - 2,659 
SNS vs 500 le, 055 io 3, HLS 
1980 17,600 125695 100 4,805 


The figures shown for the deficiency were not directly provided by 
Chevron and are simply the difference between Chevron's demand and 
supply forecasts. The term of Chevron's forecast did not extend 
beyond 1980. It is to be noted that the 1967 number for United 
States demand in Table X-4 is some 300 thousand barrels per day 
less than in the applicants' tabulation. This difference is 
attributable to the fact that Chevron's presentation of national 
demand totals did not include exports from the United States. 
United States Oil Demand. Chevron believed the proportion-— 
ate growth in demand during the first half of the 1960's would 
not be sustained over the forecast period, in view of competing 
pressures in the United States energy market. Strong growth 
was foreseen in markets for motor and aviation fuels, whereas 
markets for other petroleum products were anticipated to be 
subject to incursions by natural gas and nuclear power. On the 
basis of these factors, Chevron predicted an average annual growth 
rate for United States demand of some 2.8 per cent between 1967 
and 1980. The resultant levels of demand for individual years 
are somewhat higher than in the applicants' forecast despite the 


fact that Chevron's demand numbers did not include exports from 


the United States, 
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Chevron also provided separate estimates of demand relating 
to the areas comprising the United States Petroleum Administration 
Fors pefence:Districtsi Gs tomlVs and District vol), the boundaries of 
which are shown on the map on page 140, The estimates for these 
regions are prescribed in Table X-5, 


Table X-5 


Chevron: United States Demand for Liquid Hydrocarbons by Districts 


(thousands of barrels per day) 


Year Districts T= LV Distracu ¥ ‘Total 
1967 10, 9e1 1,037 12,758 
1970 11,880 1,999 13,879 
1975 135925 27305 15,880 
1980 15225 2,835 18,060 


The sum of the District demand numbers exceeds the United States 
total demand shown in Table X-4 by amounts ranging from some 300 
to 450 thousand barrels per day. This difference reflects the 
inclusion in the District numbers of exports from the United States 
and bonded oil imports, both of which are excluded from the United 
States demand totals in Table X-4, According to Chevron's demand 
projections, the average annual rate of growth over the forecast 
period is* sone 276 "per cent’ Tn Districts’ Ts toe Lvs -and@some’ SSeeper 
CentRin Dist rice v4 

United States Conventional Oil Supply. Over the period of 
the forecast, Chevron predicted a more vigorous expansion than 
the applicants aun United’ states conventional production.e) Thus, 


Chevron's estimate for United States production in 1980 exceeds 





(1)° - DIStTTeUIwW “Sneludes” Alaska” 
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the®applicants#! by some 1,0) million) barrels periday: In sub-—- 
stantiating its views, Chevron referred to trends in both United 
States reserve additions and productive capacity. It contended 
that an extrapolation of/reserve additions® at thefaverase Tratevover 
the last decade was pessimistic, since advances in technology could 
be expected to improve the performance of future discoveries. 
Chevron also maintained that the United States industry had demon- 
strated its confidence in future prospects by the high ecgath wks 
recent bids for off-shore California, Texas and Louisiana acreage. 
However, Chevron stressed the inadequacy of a purely reserve- 
oriented approach in assessing production capabilities. jie 
believed the life index based on proved reserves was unduly res- 
trictive in this type of evaluation. In addition, it claimed 
that. numerical values,of *dhife, indices isienifiedlittle intes ce they 
were related to other characteristics of producing reservoirs. 

For these reasons, Chevron assigned considerable weight to trends 
ioeproductivteucapacltyeyin, preparing Gots orecas tote UnLtedmopates 
production, testot eds that a0 Ver the last decade, United States 
productive capacity had grown at a substantially higher rate than 
proved reserves. It also observed that Independent Petroleum 
Institute, of America’s estimate of crude) oil, productive capacity, 
excluding natural gas liquids, exceeded crude oil production by 
some 2.4 million barrels per day at the end of 1967, and noted 
that the corresponding estimates prepared by the National 
Petroleum Council and the American Petroleum Institute exceeded 


1967 crude oil production by some 375 )midlioan barre We pereday. 
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Chevron foresaw progressively higher utilization of capacity “in 
presently developed areas, and believed that full uwtizt zation ‘of 
United States productive capacity would be closely approached by 
1980. 

Chevron also provided estimates regarding the amounts of 
future United States production located in Districts TAet of FLV tan d 
the major producing states of District V. These are summarized 
in Table X-6 below. 

Table X-6 


Chevron: Location of Future United States Conventional Production 
thousands of barrels per day 


DLStricth V Districts I-IV 
Crude Production NG was Crude NGS ins 
Year California Alaska Production Total Production Production Total 
1967 995 80 64 1,139 Ts 13 1,346 9,083 
1970 1,050 260 65 1,375 8,066 1,500 9, 566 
1975 1,150 450 i. se 8,630 1,750 10, 380 
1980 1,000 450 1D de5e5 9,260 1,910 DL ag (6 


WiEbateenect, towDistricdtw Vip abide xs ‘shows can increase in 
total production up to 1975, and a decline in the subsequent five- 
year period. The reduction in total during the latter period 
reflects static Alaska crude oil production and declines in both 
natural gas liquids production and California crude oil production. 
Regarding Alaska, Chevron stated that it had included in the pro- 
jection for 1975 and 1980 an allowance of some 200 thousand barrels 
per day for production from the Prudhoe Bay area. The latter 
number was determined solely on the basis of the minimum economic 
throughput of a pipe line extending from the Arctic slope to tide 
water. Chevron believed there was a reasonable likelihood that 


its projection of Arctic Slope production would be exceeded in view 
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of DeGolyer and MacNaughton's recent evaluation of the two discover-— 
ies in the Prudhoe Bay area. Hence, Chevron inclined to the view 
that its forecast of Alaska production was conservative. Chevron 
also drew attention to the absence in its projection of any prov- 
ision relating to large scale California offshore reserve additions. 
This factor was peunesised to reinforce the conservative nature of the 
District Veforecast, invthe perdod: 1975 to W980" 

In regard to Districts I to IV, Chevron predicted a Sone 
increase in production over the term of the forecast. The average 
annual increase in each interval is some 1.6 pericent torrie 
period as a whole. Chevron made no detailed comment on the pro- 
jection tor Districts Isto LV. others thaneto express its belief 
that spare capacity in Texas and Louisiana would be virtually elim-— 
inated by 1980. 

United States Synthetic Oil Supply. Chevron foresaw the com- 
mencement of United States synthetic production at a level of 100 
thousand barrels per day in 1980, It believed that such production 
would be located in Districts I to IV, although the type of prod-— 
uction process remained unspecified. Invsupporty o£ its position 
regarding the timing and magnitude of United States synthetic 
production, Chevron quoted the following views on the future sig- 
nificance of synthetic oils expressed by J. Coraeti Moore, United 
States Assistant Secretary of Mineral Resources s ingJuly, 19.68% 

"Regardless of the great advantages that synthetic 
fuels developed from domestic resources will eventually 


have to offer in terms of abundance and seaurity <i ettive 
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fact remains that they cannot offer these things now. 

Moreover, it is going to be several more years before 

they become significant in any meaningful way in the 

energy market. [eveatece thet sthesterm 'sieniticant’ 

means different things to different people. To even 

the largest company in the petroleum industry, the 

production of a half-million barrels of products a day 

from coal or oil shale is significant, and well worth 

pursuing if the economics are favorable. But a half- 

million barrels a day is less than 3 per cent of our 

1980 total projected demand. So from a national 

point of view we have to regard synthetic fuels as 

something to look for in the post-1980 period under 

anything approaching the normal pace of development 

which we currently can expect. should circumstances 

require, of course, we could greatly accelerate this 

time-table, but the cost would be high, as it usually 

is when we seek to buy time," 

Dericiency, of United States, Supply. Various aspects of the 
deficiency resulting from Chevron's analysis are shown in Table 


X-7 following. 
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Table X-7 
Chevron! Deficiency of United States Oil Suppl 
(thousands of barrels per day) 

Overseas Other Overseas 

Imports of & Mexican Canadian Total 
Year DefileLency Fuel Oil Imports ' Imports Imports 

(1) (2) (3) (4) (5) 

1970 2,659 1,255 1a tei) 910 arose 
1975 3, 445 1,530 ene 720 3, 825 
1980 4,805 1,690 2,495 1,080 5,265 


The United States demand and production numbers in Table X-4 were 
used to compute the deficiency shown in column (1) above. Accord-— 
ingly column (1) does not include the effect of exports) 1rom ene 
Umited States. The. totial volume of “imports, in column (5) 201, tape 
X-7 relates to the level's of District demand shown in Table X—o saad 
therefore includes the effects of exports from the United States 
and bonded oil imports. Hence, the difference between the defic-— 
iency and the total volume of imports is wholly attributable to the 
underlying definitions of demand. 

The breakdown between various sources of imports shown in 
columns (2) to (4) of Table X-7 was determined by Chevron on the 
basis of competitive advantage and the accessibility of markets. 
Overseas imports of fuel oil have been identified separately itt 
COLUnieZ) (OLuLrable X—/- (since virtually all such gimports enter 
District I, where they are exempt from the restrictions applying 
to other imported oils under the terms of the existing United 
States Oil Import Program. Column (3) concerns imports of over- 
seas oil other than fuel oil and also includes overland imports 
from Mexico. Column (4) depicts projected levels ae Canadian 


imports. 
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Table X-8 shows Chevron's estimates of the deficiencies, and 


associated volumes of imports, in Districts I to IV and District 


V. 
Table X-8 
Chevron: Deficiency of United States Supply by District 
(thousands of barrels per day) 
Districts I. = IV District V 
Net 

Net Transfers 
Overseas & Can- Transfers Cana- from 
Mexican adian to Defic- Overseas dian Districts 


Year Deficiency Imports Imports District V iency Imports Imports I-IV 


(1) (2) (3) (4) (5) (6) (7) (8) 


1970 2,314 018 380 L7o 62h, 315 130 179 
1975 3,135 25725 580 160 690 390 140 160 
1980 3,955 3,345 830 220 1,310 810 250 220 


The deficiencies in columns (1) and (5) measure the physical need 
FO suppleuentydomestic supply in.Districts,Lyto LIV and District ¥* 
respectively. However, Chevron presumed there would be a net out-— 
PLOWsol productions trom Districts Isto. lV ito District.V (throughout 
the forecast period, Hence, the volume of imports is greater than 
Ene vdeficiency in, Districts-Ipto, iVeeand scorrespondinglyeless in 
Die erie Ley. 

Chevron emphasized that the relative shares of overseas and 
Canadian imports were dependent on developments within specific 
markets. With respect to .Disi¢uicts Wisto ohVisiGheviron cant roipated 
that the majority of overseas imports would continue to be located 
in District I and remain virtually unaffected by expansions in the 
United States pipe line system, By contrast, Chevron believed 
future, markets for Canadian imports .n District ll, would reflect 


the impact of new extensions to the United States pipe line net-— 
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work serving the Great Lakes area, as well as the stimulus of 
Interprovincial's Chicago lateral. In .Districtey...cnevron 
predicted that the rapid increases in the deficiency between 1975 
and 1980 would induce a relatively modest increase in Canadian 
imports compared to the expansion in overseas imports. Chevron 
based this view on the historical response of Canadian and over- 
seas imports to reductions in District V production, 

(3) Views®of Other Interveners 

Mobil predicted that United States production would peak in 
the mid to late 1970's, precipitating sharp increases gin the 
domestic deficiency. Mobil also presented estimates of combined 
Canadian and offshore crude oil imports for Districts I to IV of 
1,130 and 2,034 thousand barrels per day forg19/3 Sandel? jo res 
pectively. These numbers only partially reflect the total United 
States domestic deficiency, since they apparently exclude imports 
of residual fuel oil and overland imports from Mexico, as well as 
certain other categories of imports. 

Evidence introduced at the nierine included a chart forecast-— 
dng North American supply and demand, the source of which was an 
address fiven in April, 1966 by Mr, Fu. Moore. thesthensprecident 
of Mobil. The witness for Mobil agreed that the orice eney pre- 
dicted by Mr. Moore approximated that forecast by the applicants. 
However, no attempt was made to relate the North American aggreg-— 
ate supply-demand numbers shown on this chart to the United States 


deficiency... 


RO ss 


IPAC believed the present to be a hazardous time to estimate 
future United States reserve additions. In support of this view 
it cited the enormous Alaskan reserves indicated by discoveries in 
the Prudhoe Bay area and the large reserves potential of the 
Mackenzie Valley and Delta. IPAC also reasoned that the recent 
measures announced by the President of the United States regarding 
the curtailment of overseas investments, would probably divert 
additional industry capital to domestic exploration. 

Dome agreed with IPAC's opinion that recent discoveries on 
Alaska's coastal plain would stimulate exploration which could 
result in very substantial United States reserve additions. 

(4) Views of the Board 

The Board has compared the deficiencies of United States dom-— 
estic supply associated with the applicants' and Chevron's numbers 
and concludes that they are broadly similar. The Board considers 
this result to be largely fortuitous in view of the different 
opinions expressed by the applicants and Chevror regarding future 
developments in United States demand and domestic supply. The 
demand estimates originaily submitted by the applicants are low 
in relation to Chevron's demand forecast, but the extent of the 
difference was reduced as a result of further evidence given by 
the, applicante at the hearing, More significant differences 
relate to United States conventional production, which the applic-— 
ants assessed less favourably than Chevron, and United States 
synthetic production, the prospects for which were evaluated 


more favourably by the applicants. A comparison between the 
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views of the applicants and other interveners also reveals 
important, areas. of disagreement, principally with retevence ta 

the impact of recent discoveries in the Prudhoe Bay area of 
Alaska. The Board believes that such differences of opinion 

must necessarily ber reflected ina consideration of future United 
States dependence on external sources of supply. Accordingly, 
the Board has considered a range of estimates embracing alternat-— 
ive assumptions regarding the future United States Wigs iyeaenand 
balance. The Board's assessment of these matters does not extend 
beyond O60. 

United States O1 De Demand: Aside from the applicant, only 
Chevron provided detailed evidence concerning future United States 
oil demand. The other interveners either expressed no views on 
this subject or else concurred in general terms with the applic-— 


ants' views. The applicants' projection was made on a national 


basis, and included exports from the United States but excluded 
bonded oil imports. By contrast, Chevron presented one set of 
numbers relating to total United States demand, which did not 
inelude either @¢xports from the United States or bonded oil imports. 
and a second set relating to District demarid, in which both the 
latter components were included, The differeat bases on which 
the projections were prepared has memees (emees the selection of 
a common definition of demand. 

For purposes of assessing’ the future deficiency of United 
States oil supply, the Board considers it necessary to include 


the demand associated with exports from the United St ardaut™) 


(2) Exports of liquid hydrocarbons from the United States in 1967 
totalled some 300 thousand barrels per day and were inflated 
as a consequence of the Arab-Israeli war. Exports from the 


United States in 1966 totalled some 200 thousand barrels per 
day. . 
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The Board bases this view on the belief that exports from the 
United States will continue in the future because they currently 
form an integral part of international suppiy arrangements. The 
Board recognizes that the demand satisfied by bonded oil imports 
is also external in origin and similar in this respect to the 
demand relating to exports from the United States. However, the 
very fact that such imports are bonded indicates the existence of 
a market which is essentially different from the ones served by 
domestic oil and other categories of imports, The Board therefore 
believes that imports of bonded oil should be excluded from demand 
projections which are intended to measure the adequacy of United 
States domestic supply. 

Table X-9 following compares the applicants' estimate of 
United States demand with Chevron's projected demand by District. 
On the basis of its own estimates, the Board has adjusted Chevron's 


demand numbers to exclude bonded oil imports. 


Table X-9 


United States Demand for Total Liquid Hydrocarbons 
Including Exports from the United States 
thousands of barrels’ pen aay 





Applicants ti __ Chevron cl Ws 

Total Districts I~IV District V Total 

1970 13,460 11,050 10 13,800 
Be fae 15,344 13 20 2,280 15,700 
1980 17,212 15,070 2,730 17,800 


The Board believes that the presentation of demand numbers on a 
regional basis is desirable, since the existing United States oil 
import program is formulated differently for District I to IV and 


District. V. The total United States demand corresponding to 
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Chevron's District numbers exceeds the applicants' estimate of 
United States demand by an amount increasing from 240 thousand 
barrels per day in 1970 to some 600 thousand barrels per day in 
EooO- The Board notes that the applicants believed their own 
demand forecast might prove conservative. In this conclusion, 
the applicants drew attention to the fact that the level of average 
daily demand contained in their own forecast for 19/0 was actually 
achieved’ durine the first” part of 1963" The applicants also appear 
to have entertained the possibility of a substantial downward bias 
in their demand estimates by 1980, since witnesses for the applic-— 
ants referred on several occasions to two forecasts prepared by the 
United States Department of the Interior in which 1980 demand was 
estimated at 17.5 and 18.2-million barrels per day, respectively. 
In these circumstances, the Board concludes that Chevron's adjusted 
demand forecast corresponds to the substance of the views expressed 
by the applicants and is a reasonable projection at the present 
time. Accordingly, the Board has adopted Chevron's adjusted 
estimates for the purpose of antec Ie the future deficiency of 
United States domestic supply. 

United States Conventional Oil Supply. Major differences 
of opinion existed between the applicants and the interveners 
regarding the future development of United States domestic supply. 
The information provided by interveners other than Chevron was 
Beimarily “of Wa “qwalitative nature and conceruedepecll emacs pects 
of the applicants' forecast, foremost among which was the realism 


of projecting annual reserve additions at some 3.5 billion barrels 
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in the light of the recent discoveries in the Prudhoe Bay area, 

By contrast, Chevron presented a quantitative assessment of future 
United States domestic supply and commented on the applicants' 
projection within this context. 

The methods of forecasting described by the applicants and 
Chevron exhibited two fundamental differences. fitetiys tne 
applicants related production capabilities to reserves, whereas 
Chevron stressed the importance of productive capacity itself. 
Secondly, the applicants claimed that their forecast of production 
presupposed a certain level of overseas imports, while Chevron 
assessed production independently of such an assumption. Accord-— 
tug ivy “the "Board has tattempted té“évaluate the extent’ to which the 
two forecasts are influenced by differences in the underlying 
approaches, The Board has encountered several difficulties in 
tits) “aAppreadea 1), 

The applicants testified to the effect that they had pro- 
jected United States production on the basis of average annual 
reserve additions of some 3.5 billion barrels and the stabilization 
of.the United States’ life index at’ a’ ‘level of 9 years between 1974 
and 1980. The Board has interpolated the applicants' production 
estimates over each of the intervals of the forecast and finds 
that the life index associated with the assumption of average 
annual reserve additions of 3.5 billion barrels actually declines 
tocarlévedl ofisome 7. 5°yeare by 1980) The Board is therefore 
unable to determine whether the applicants intended their prod— 


uction forecast to reflect this lower level of the life index in 
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1980, or a life index of 9 years which would require reserve 
additions greater than 3.5 billion barrels annually. In these 
circumstances, the Board has made no attumpt Co verify the 
applicants' statement that their productioa forecast would provide 
sufficient surplus capability to replace 50 °to. 75) per ‘centu.cr 
overseas imports at 16 per cent of United States demand. 

Chevron anticipated that average annual gross additions to 
United States proved reserves over the forecast period would exceed 
recent historical rates and that production would approach capacity 
fevelseby 1700. Chevron provided no detailed evidence regarding . 
the factors involved in its production forecast and thus the Board 
has been unable to proceed further in an evaluation of the under- 
lying approach. 

The Board believes that considerable uncertainty surrounds the 
outlook for United States conventional production over the fore- 
eCagt period, To a considerable extent, this uncertainty relates 
to the potential of new horizons in existing areas. of produetion, 
and to the eventual magnitude of United States offshore reserves. 
Moreover, an even higher degree of uncertainty appears to surround 
the potential reserves associated with recent discoveries in the 
Prudhoe Bay area of Alaska. Accordingly, the Board has consider- 
ed the variations between the applicants' and Chevron's production 
numbers and applied adjustments which it believes appropriate in 
order to embrace the range of possibilities facing the United 


States industry. 
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For reasons already mentioned in connection with United States 
demand estimates, the Board regards it as desirable to identify the 
BoraGLom Ole tuture production .by District. 

Die tat ctiay alto. LV 

The production forecast provided by the applicants contained 
only one regional estimate, that relating to Alaska. Hence, in 
order to allocate the applicants' total United States production 
between Districts I to IV and District V a prior assessment is re- 
g@eireduton California production. The Board believes that Chevron's 
California production forecast may be used for the purpose of 
allocating the applicants' United States production numbers to 
the areas east and west of the Rockies, since both the applicants 
and Chevron expressed somewhat similar views regarding an allowance 
for Galitornia : Accordingly, the Board has deducted the applic-— 
ants' Alaska production and Chevron's California production from 
Phawapplicants® total United »otates production -fotecast in order 
to obtain a measure of the applicants' projected production in 
Petrie tee) coe. The levels lor Districts Toto LV. production 
which result from this calculation are some 500 thousand barrels 
pec day lower in. J975 than Cheyron/’s torecast for the same lresion, 
In 1980, the difference between the two forecasts amounts to 
1.6 million barrels per day and reflects the fact that the estim- 
ates derived from the applicants' forecast exhibit a decline in 
Districts I to IV production between 1975 and 1980, whereas 


Chevron's estimates assume continued growth. 
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In view of the fact that the two forecasts for Districts I 
to IV appear to reflect, respectively, the simultaneous realiz-— 
ation of pessimistic and optimistic assumptions for the regions 
involved, the Board believes that some intermediate case is more 
probable. Moreover, the Board recalls that it has been unable 
to assess the relative merits of these estimates in terms of the 
underlying assumptions. The Board, therefore, believes that equal 
weight should be assigned to the two estimates. The Sorrel 
computed an average of these estimates and notes that, although 
there is considerable variation in absolute terms between this 
average case and the two extreme cases, the proportional variations 
are only 2.5 per cent in 1975 and 8.0 per cent in 1960; The Board 
does not consider these proportional variations to be excessive in 
terms of the uncertainties involved. The Board also observes 
that similar variations are evident in the available estimates of 
current United States production capabilities. Therefore, the 
Board believes. that it is justifiable to utilize Che average stro, 
duction case relating to Dieerie es IL.to LV for the purposes of 
examining the future deficiency of supply. 

De bi Cire Vi 

Capi porn ia. The Board has considered Chevron's estimate 
of California production and believes the projections to be 
reasonable in, 19/0 tand 1975. Accordingly, the Board has adopted 
CHeVromis sforecds taLor tthesemyears.. However, the Board notes 
that Chevron's estimates predict a decline in California prod- 


uction between 1975 and 1980, whereas Chevron indicated in its 


oral evidence that this trend might be arrested as a result of 
future discoveries, In tecosnition of the possibility of of f— 
shore discoveries, the Board believes that a constant level of 
California production should be maintained between 1975 and 1980 
i) its own forecast, 

Alaska. The Board believes that Chevron's PLO jection. of 
Cook Inlet production at a constant levei of some 250 thousand 
barrels per day throughout the forecast period is realistic in 
view of recent pressure declines experienced by reservoirs in 
ELS Are: Regarding production from the Prudhoe Bey area, the 
Board tias reviewed the evidence presented at the hearing and the 
press release issued by the chairman of Atlantic Richfield on 
July 18, 1968, which is reproduced in Appendix B of this report. 
The Board believes that the confidence expressed in the two recent 
discoveries by a well known firm of consultants necessitates the 
inclusion of an allowance relating to prospective production from 
the Prudhoe Bay area. An additional consideration is the wide 
range of reserve estimates presented. {t is the Board's" opinion 
that this*factor® logically reqwirée the préparation’ of high and 
low Casée™e ior production tfom tie Prudhoe! Baye ares In both 
the low and the high cases the Board has assumed that the new 
production would become availabie some time between 1970 and 
LOTS . 

For the low case, the Board has adopted Chevron's procedure 
of relating the level of Prudhoe Bay production to the minimum 


economic throughput of a pipe line extending to tidewater, and 
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believes an allowance of 250 thousand barrels per day by 1975 to 

be appropriate for this purpose. However, in order to reflect 

the strength of industry's current expectations, the Board has 
increased the levei of Prudhoe Bay production to 500 thousand 
barrels per day by 1980. The resultant level of total Alaskan 
production in the low case increases from 250 thousand barrels per 
day in 1970 to 500 thousand barrels per day in 1975 and 750 
thousand barrels per day in 1989, and therefore is somewhat similar 


to the applicants ' 


forecast for this area by the end of the period. 

For the high case, the Board has made an allowance for Prudhoe 
Bay production amounting to 1.0 and 1.5 million barrels per day 
in 1975 and 1980, respectively, which appears to be a reasonable 
reflection of the more optimistic reserve estimates for the area. 
The resultant Level of total Alaskan production in) tne high case 
increases from 250 thousand barrels per day in 1970 to 1,250 
thousand barrels per day in 1975 and 1,750 thousand barrels per 
dayvein LOCO” 

The low and high cases of United States production which the 
ROarad wilt utilize in examining the future United States deficiency 
are shown in Table X-10, which also incltdes Chevron's projection 
Pore Diseetcte wl) to LV production and the projections for tiis. cegion 


derived from the applicants' forecast. 
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Table X=10 


United States Conventional Production of Total Liquid Hydrocarbons 
thousands of barrels per day 


Districts I-IV VisteiLec. Vv Teteal as. 
Applicants 
(esti- Board Cali- Alaska Total 


mated ) Chevron Average fornia Low High Low High Low” High”* 


ee aS 9 poste 2,370 °F Alls F250 emo yp 1305 1 33057 HO) 735 MONT 35 
foe, C08 0 360" 410,130'- 1,225. 500 1,250 1,725 2,475 11,855 12,605 
WACO? Os 3S P MOP. to, B54 f 1422574 756 1 5750 AFD Ge Shs Be, 326 135526 


* Low United States production = Board Average Tor Districts. l to IV H Low 
psy ee aaah ees 

KK High United States Production= Board Average: for Districte’ ito Ty = High 
District V 


Deficiency of United States Domestic Oil Supply. The Board's 


principal concern in this section is to assess the total future 
dependence of the United States on external sources of supply. 

The Board believes that total United States import requirements 

are more significant than the location of deficiencies on a regional 
basis, since the ability to alleviate particular regional defic-— 
iencies by means of internal supply arrangements is restricted by 
Bnet 2espot ohe overall deficit, However, the Board sees merit 

in maintaining a distinction between Districts I to IV and District 
V, insofar as such an approach may be related directly to the terms 
of the existing United States oil import program and also permits 
an analysis of developments within specific markets. Accor dioapiyve 
the Board has made an examination of deficiencies on a regional 
basis, preparatory, to assessinpe total United States reliance on 


imports. 
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The United States oil import program is considered in detail 
in Section XI but may be summarized briefly here. Atethe spresent 
time, the United States imposes a limitation on the total volume 
of imports entering Districts [eto 1V, whereas the entry of imports 
into Districts is edetermined@solely by tthe, excess or demand over 
domestic supply. In Districts I to IV, imports of residual fuel 
oil are determined on a similar basis to District V imports, but 
iim Oo ES Or wade! other oils tare himited to wl2.2) percent jof Wistritcts 
Lito LV qproduction: PableeX—lipishowsliehel*s rosseidefactencyeyrn 
Districts I to IV and the net deficiency obtained after deduction 
of estimated residual fuel oll imports, “the ynet deticiency is 
also expressed as a proportion of the Board's average for Districcs 


i bo el Veo roducend on, 


Table X-1l1 


DictricrculecOeLy: 
Estimated Deficiency of United States Conventional 


Total Liquid Hydrocarbons Suppl 
(thousands of barrels per day) 


Net Deficiency 


Gross Fuel Oil Net as a percent 
Year Deficienc Imports _ Def lerenc of Production 
(1) (aN (3) (Ly 
1970 2,480 1,190 1,290 ies) 
1975 3,290 1,400 1,890 1S 36 
1980 4,719 150 3,169 30.6 


The estimates of fuel oil imports in Table X+-1ll are taken 
directly trom Chevron swev Leence. The Board notes that Chevron's 
numbers for fuel oil imports exhibit a rate of growth which is sub- 
stantially lower than the historicalerate; a trendy wiichmenessoarad 


belteves to be realistic in view of “anticipeaclone re pacdiie wr ure 
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competition from natural gas and more modest declines in the resid- 
ual yields of domestic refineries. The Board observes that in 
I97s "and “1930 the net deficiency substantially exceeds 12.2 per 
cemusohlestimabed Districts, 1 to sLV production under the Board's 
average case, Therelore, some relaxation of existing regulations 
seems likely in these years tinless (Districts Ito LV production 
can be supplemented by sufficiently large transfers of oil from 
Dierern L cite Ve. The latter prospect may be appraised with reference 
to Table X-12, which depicts high and low deficiencies in District 
V based respectively on the Board's low. and high production esti- 
mates for this area. 

Table X-12 


District Vv; 
Estimated Deficiency of United States Conventional 


Total Liquid Hydrocarbons Suppl 
(thousands of barrels per day) 


Year Gross Deficiency 
Low* High 
1970 585 585 
1975 (195) B55 
1980 (245) 755 


* () denotes surplus 
The high case depicts a constant level of deficiency in 
District V between 1970 and 1975, and a growing deficiency between 
1975 and 1980, which would not permit the transference of signif- 
igant "yo humes op oddly Prom iet ric t Wo ri (et tects’ ELbt GA By 
contrast, in the low case, the deficiency experienced by District 
V in 1970 is converted into a surplus by 1975, which increases 


ip tol logo. Assuming a continuation of District V imports at 
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the 1970 level, large volumes of oil would be available for trans— 
fer from District V to Districts I to IV between 1975 and 1980, 

In 1975, the volumes of transfers would be sufficient to contain 
Districts I to LV imports within the currently permissible level. 
However, by 1980, it appears that it would be physically impossible 
to effect the same kind of adjustment: 

Table X-13 following shows the high and low cases for the 
total United States deficiency which result from combining ehie 
gross deficiency for Districts) Peto iVawith tite high and low def- 
iciency cases for District 3. The Board believes that an assess-— 
ment of total United States import requirements must also include 
an allowance relating to future United States synthetic production. 
In the Board's judgment, the estimates provided by the applicants 
and Chevron are broadly representative of current expectations 
regarding United States synthetic production and therefore are 
suitable for adoption as high and low projections, respectively. 
It is the Board's belief that the high projection for United 
States synthetic production will be realized Onl yon conjunc uron 
with a high deficiency, and that) thesconvetseswouldsapply) tor the 
low estimate of synthetic production. Accordingly, the Board 
has deducted the applicants' projected United States synthetic 
production from the high gross deficiency, Peso ever ts proj- 
ection from the low deficiency, in order to derive the high and 
low estimates of total United States imports shown in columns 


CS )esand. «C/.)) of (Dab LotsX 135, 
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Table X-13 


Total United States: 
Estimated Imports of Total Liquid Hydrocarbons 
thousands of barrels per day 





Gross U.S. Synthetic 

Deficiency Production Total U.S. Import Requirements 

Low % UT. High % eS. 
Year Low High Low High Case Demand Case Demand 

(1) (2) (3) (4) (5) (6) (7) (8) 
1970 3, 065 3,065 - - 3,065 BP ee 3,065 22.2 
Ag 3,095 3, 845 - 100 3,095 ihe alg 3,745 23.8 
1980 Tiga Tis al 5,474 100 500 4374 2.6 4 974 27.9 


In 1970, both cases embody the same assumptions and therefore show 
equivalent import requirements of 3.1 million barrels penemdaay. 

In 1975, United States import requirements remain at the 1970 level 
in the low case, but increase to some 3.7 million barrels per day in 
tne “hich case, Subsequent to 1975 a similar increase in import 
requirements is experienced in both the low and high cases. resu lie 
ing in total levels of import requirements in 1980 of some 4.4 and 
5.0 million barrels per day, respectively. The “fact “that "the 
difference between the two cases remains Virtually constant in 1975 
and 1980, reflects the compensatory nature of variations in the 
assumed levels of conventional and synthetic production. 

The Board believes that the proportion of United States demand 
supplied by imports is an equally important measure of United 
States dependence on external sources of supply. This aspect of 
total United States import requirements is shown in columns (6) 
and (8) of table X-13 for the low and high cases, respectively. 

In the low case, the proportionate reliance of the United States 


on imports declines between 1970 and 1975, but subsequently exhibits 
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an increase”. Moreover, by 1980, the proportion of United 

States demand supplied by imports in the low case is significant— 
ly greater than the present day level of some 21 per cent. The 
high case predicts that proportionate reliance on imports will 
exhibit a gradual increase up to 1975, but “willwincrease inapidly 


thereatter. 


oe he 


XI THE UNITED STATES OIL IMPORT PROGRAM 
nt A UE RUGRAM 


Summary of United States O11 Import Program 


The Mandatory Oil Import Program of the United States was 
established by Presidential Proclamation 3279 issued on March 
EUth= 1959. sthe®statutory authority for the program relates to 
national security considerations. The national SECUTiILTy was 
interpreted primarily in terms of a Necessity Lo maintain va 
vigorous, healthy domestic petroleum industry and thus to satis- 
fy strategic objectives including the prevention of dislocations 
in oil supplies. 

In its current operation the program may be described as 
follows. The maximum level of imports of crude and unfinished 
oiis‘!) and finished products is determined on January 1 of 
each year for the year ahead. A distinction is observed in the 
allocative mechanism between Districts I to IV and District v(2). 
Imports into District I to IV of crude oil and products other 
than residual fuel oil sare limited to 12.2 per cent of the an- 
ticipated amount of domestic crude oil and natural gas liquids 
production in these.-Districts. Imports of crude oil and prod- 
ucts including residual fuel oil into District V and of resid- 
ual fuel oil on the East Coast are permitted to the extent nec- 


=< _ =. i) a a Lp lb ie pe, GAD ma lh lp ge Dn me Uh nnn ae a aan Se ane e-SeraeSes saeied eoT S 


(1) The Presidential Proclamation 3823 of January 1968 made it 
clear that Tar Sands oil was included in these categories. 


(2) The location of these Districts is shown by the Map, page 
140. 
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essary to meet the anticipated difference between demand and 
domestic supply. 

Expected overland movement of oil from Mexico and Canada 
for the allocation period are deducted from the total permiss- 
ible level of imports to obtain the level of overseas imports. 
“The overseas imports so authorized are allocated to companies, 
not to individual plants or PE erent by a quota system. The 
overall total of imports available for licensing subsumes many 
sublimitations by product category and special situations not 
appropriate for administration under the general terms of the 
program(3), Allocation of crude and unfinished oil to refining 
companies are based on historical imports or a proportion of 
refinery inputs. The latter system uses a graduated scale, 
whereby the quota earned at high levels of inputs) 1s propor 
tionately less than at lower levels. Eligible inputs exclude 
overland imports. Inland refiners not processing overseas oil 
may arrange exchanges with coastal refiners on a volumetric 
basis. 

The Board's understanding of the treatment of Canadian oil 
under the import program is that notwithstanding exemption 
from licensing requirements, importers of Canadian@ouloiin 
Districts I to IV are not currently obtaining all the Canadian 
supplies they wish to buy, basically for the reason that an 


a 


(3) Bonded oil satisfying 'overseas' requirements is excluded 
from demand and supply and as such is external EO. tie Policy. 


= LO j= 


objective of United States and Canadian oil Pola cies is. to 
accommodate increased volumes of Canadian oil while avoiding 
undue disruption of United States oil markets. The understand- 
ings that exist for the implementation of this policy objective 
have been referred to as "a framework of agreement" which 
operates through periodic exchanges and discussions between the 
two countries on the acceptable levels of refinery feedstock 
exports. The arrangements relating to Canadian oil export levels 


are often spoken of as "informal restraints", 


Historical Summary of Imports 


To clarify numbers referred to by companies at the hearing, 
the Board has prepared two historical Summary tables. Table 
XI-l shows the United States supply-demand balance for all liquid 
hydrocarbons, viz. crude oil, pentanes plus, butane, propane and 
Jeg productseincluding jresidual fuel o11.° The ‘table is 
primarily based on United States Bureau of Mines (USBM) data; 
the term 'net' in all cases indicates pers Mess £60 GLee 
Column (1) shows total domestic production. Column (2) comprises 
net overseas imports of liquid hydrocarbons, excluding residual 
fuel oil, and assumes net residual fuel oil imports, net Mexican 
and net Canadian imports as shown in columns (2A), (3) and (4). 
Column (2A) was computed by deducting net imports of Canadian 
residual oil as reported by the Dominion Bureau of Statistics 
(DBS), from total néet imports ofsresidual oil = “ittwas desumecd 


that net imports of Mexican residual oil were zero. Column (3) 
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was based on USBM data for net imports of Mexican oil and Board 
estimates of net imports of Mexican products. Column (4) 
utilized USBM data for Canadian imports of oil into the United 
States and DBS data for both United States exports of oil to 
Canada and net imports of products. Column (5) used USBM fig- 
ures for domestic product demand, excluding processing gains 
but including crude oil losses. 

Over the period 1960 to 1966 inclusive, overseas net 
imports of liquid hydrocarbons varied between 15.6 and 17.5 
per cent and averaged some 16.1 per cent of the total demand 
for petroleum products. The net imports from Canada rose stead- 
ily, from some l-to 3 per cent of; total, demandi by 1) o/7eeiic 


figures for 1967 are affected by @the Suez crisiea, 
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Table XI-2 depicts the volume of overseas and Canadian crude 
oil and products imported into Districts I to IV and V. In this 
table, columns (1) and (5) solely relate to crude oil. Columns 
(2) and (6) were derived by the difference between total net 
imports of crude oil and products based on USBM data and Canadian 
imports as shown in columns (3) and (7). The latter were compiled 


from both USBM and DBS data. 
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Again, in 1967 the data reflect the Sez crisdi6,)5 (0eDJBEr Tc te 
I to IV, overseas and Mexican net imports of crude oil showed only 
a minor increase of some 27,000 barrels per day from 1 90leto. tJ, 
whereas Canadian net imports of crude oil and products increased 
by some 100,000 barrels per day over the same period. Net imports 
of overseas and Mexican products rose by some 400,000 barrels per 
day from 1961 to 1966. |Mositjor this increase represents residual 
Pueispoil. In District V, overseas and Mexican crude oil imports 
in 1966 were approximately the same level as in t96Ls Canadian 
imports of crude oil and products increased by some 70,000 barrels 


per day over the’ same period, 


Interpretation of United States Oil Import Program 


(1) Views of the Applicants 

The Mandatory Program was imposed in 1959 to satisfy the 
objective of national security. The applicants /Luterpreted 
‘national security' to include both the possible disruption of 
supplies for the domestic market due to international conditions 
and the preservation of incentives for domestic producers. The 
erises of 19952, 1956 and 1967 comfixrmed to the applicants the 
wisdom of a policy which did not rely heavily on overseas sources 
of supply. The effect of the import policy had been to hold 
overseas imports virtually constant at a level of some 16 per 
Gent of total demand. The applaicant inferred thet this level 
represented the United States Government's policy objective with 


respect to the desirable degree of reliance on overseas imports. 
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Mr. Daniel, witness for the applicants,, cited an article by Dr. R. 
Gonzalez, a petroleum consultant in the United States, as support- 
ing this view. Furthermore, the applicants expressed the belief 
that the domestic industry should have the ability to satisfy 
about one-half of the level of overseas imports in the event of 

Sa oi sruptionsot jsupply. | .Thevapplicants,considered .that this 

latter objective would be satisfied by restraining domestic 
production to a nine year life index. 

The applicants contended that the difference in the treat- 
ment of overseas and overland imports within the program reflected 
national security considerations. Canada had supplied all the 
addijtianalesrowthiineimports ofecrudesoil »~in theyUnited States 
since 1959; imports of crude oil from overseas had remained nearly 
Constant. elhisupatterngindicatedyto, thesapplicants.the reliance 
placed by the United States on Canada. In addition, the trading 
relationship between the two countries favoured increasing 
imports of oil from Canada. 

The applicants anticipated that the United States would pre- 
fer to restrict overseas imports to some 16 per cent of total 
demand unless necessity dictated otherwise, as could arise if 
there were a deficiency in conventional and synthetic supplies 
in North America. The forecasts prepared by the applicants 
indicated a substantial growth in the deficiency of the United 
States' supply, as shown in Section X. Since the United States' 


conventional industry would be unable to meet the growing demand, 


Ev iivhag 


and given the objective of not permitting reliance on overseas 
sources to exceed ‘national security’ feyeue the country would 
look towards Canadian imports and the development of a synthetic 
industry as the only economically feasible alternative sources 

GE supply. LHe applicants beLiteved {IC improbable that Venezuela 
would ™be able’to meet a Signiricant® portion Of tie United States' 
growing requirements. 

Under these circumstances, the applicants believed a gprone 
and increasing reliance on Canadian sources of supply would be 
inevitable. Consequently, existing restraints on the importation 
of Canadian oil would become progressively more responsive to the 
'economic' market demand to the extent that by about 1974, the 
impact of such restraints would be negligible. In short, by 
about 1974, the level of Canadian imports would be determined 
by the natural economic demand rather than by artificial res- 
CrLctions. 

(2) Views of Mobil 

Mobil's analysis of the import program was predicated on 
its interpretation of the historical development of the program 
and its assessment of future policy considerations. Mobil con- 
tended that the levels at which United States' imports were 
established by the mandatory program edetetiea relationships 
which existed during the period 1952 to 1954. The program was 
fundamentally concerned with the health of the domestic produc- 
ing industry. Mobil agreed that increases in foreign supplies 


would be required, with the operation of the domestic producing 


- 175 - 


industry at capacity in the mid to late 1970's. However, Mobil 
contended that these circumstances would generate policy) factors 
substantially and significantly different from those concerned 
in the original determination of the import polwcy.s§. As) stchs 
Mobil took the position that the applicants' exitirapolatdon, of 
te loppertcentytiourend nto; thes1970: 6) asear national security 
Cri teri one wasi not em.ound. 

Mobil believed that the commitments of the United States as 
a trading nation, the position of the western hemisphere, new 
overseas sources of supply and the benefits which accrue to the 
economy through lower cost raw materials should be considered in 
evaluating the direction of future changes in the polaecys Such 
considerations would dictate a sharing of the United States 
deficit by overseas sources at an increasing, rather than an 
historically derived, rate. Mobil cited various pressures im- 
pinging on the import policy: preferences for Puerto Rico and 
the Virgin Islands, the desire of petrochemical companies for 
overseas feedstock, trade-zone proposals, consumer requests for 
fuel oils and the use of bonded fuels. These influences were 
directed towards an increase in the use of cverseas oil in the 
United States market. 

Mobil stated that under these circumstances controls on 
the importation of foreign oi1lgintouthe Unitedestates would be 
maintained for a long time, and that Canadian exemption from 
specific quotas would continue to be determined by negotiation 
between the respective Governments within the framework of the 


import program. 
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(3) Views of Chevron 

Chevron agreed with Mobil's interpretation of the origin and 
history of the Oil Import Program. It did not believe that res- 
traints placed upon the movement of Canadian oil would be ter- 
minated before 1975. No evidence of such a development was in- 
dicated in discussions by representatives of Chevron with United 
States Government officials. Chevron contended that the national 
security foundation for the imposition of the policy should not be 
interpreted as 'security' in a strict military sense. Chevron 
stated that national security included the preservation ol 4 
healthy United States domestic oil producing, transportation, 
refining and marketing industry and a healthy and”™ competitive 
petrochemical industry. Also, it embraced the preservation of 
economic’ ties with foreign’ nations, in particular the poLlLoreas 
security of the western hemisphere, including Venezuela, and the 
encouragement of developments in United States dependencies such 
as PUEertearRicoe 

Chevron did not attach significance to the historical 16 
per cent figure referred to by the applicantsas a policy guide 
line. It argued that the 16 per cent figure was a consequence 
of the administration of the policy, and not an objective of 
target. In summary, Chevron contended that there was no reason 
to believe that, in the foreseeable future, the United States 
import program would change or that Canadian oil would not be 


subject to restraints. 


(4) 


Mrs 
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Views of IPAC 


Rich, the witness for IPAC, believed the Oil Import 


Program was under constant and increasing pressure from several 


sources. 


Were ;% 


(a) 


(b) 


(c) 


(d) 


(e) 


(£) 


(g) 


(h) 


The principal sources of pressure listed by Mr. Rich 


the continuing interest of prorated domestic 
producerseingliniting.- imports, 

the possibility that legislative enactment of the 
policye,couldsimposesricgid limits, 

the. interest.o£f the petrochemical industry in obtain- 
ingwaccess,togioreignygfieedstocks, .—particularly.in the 
light of the impending Kennedy tariff reductions, 

the) grevingyimpontance, ofhairipollutionsconsiderations, 
which may involve quotas to encourage the manufacture 
of sweet residual fuel oil, 

the desire of oil companies not to see their -import 
quota benefits reduced as a result of a downward 
pressure on import allocation permits, 

the demands for exemption»from the policy for special 
products, such as asphalt, 

the continued special treatment of the western 
hemisphere for national security and international 
reasons - in particular, increasing pressure may be 
anticipated from Venezuela, 

the coal industry's concern over low cost foreign 


erisdevwGdilee Linp.o ste), 
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(i) the importation of Venezuela oil into Eastern Canada 
is £elt%by many domestic refiners ‘to be in the nature 
of interchange outside the framework of the quota 
system. Refiners entitled to import quota alloca- 
tions but unable to use Canadian oil believe they 
are penalized, 

Cj) Bethe. controls von etore ven investment, instituted since 
January 1968 will increase the level of potential 
investment in the United States by companies re- 
patriating funds and may generate additional reserves, 

(ky “the economic and ‘availability pressures (created sby 
thetexistence of 'Gapline, 

(}))i2 “the verowing trafiie in bonded “ftels "whieh fave 
exempt status, 

(m) the establishment of trade ‘zones which “enables  eertam 
plants to Lae cea foreign feedstock outside the scope 
of the import program, 

(n) the policy of encouraging the economic development 
of Puerto Rico and the Virgin Islands. Increased 
quota allocations have been granted for the con- 
struction of refineries in these areas. | 

IPAC concluded that these pressures would seutamrdd, would 

tend "to erode the ‘import program and would. provoke ‘greater sre- 
\ sistance to the importation of Canadian ofl. CGanadian *oil swould 
not enjoy unrestricted access to United States markets and might 


inufact be subject to.more formal regubPatilons than, 10 ene pace. 
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(5) Views of the Board 
The Board recognizes that the future course of the United 
States Oil Import Program, and its impact on imports from Canada, 
is a most complex matter which will be influenced and determined 
by a host of factors probably including all of those referred to 
by the applicants and the interveners. Also, as mentioned in 
Section VI, the Board realizes that it cannot possibly make a 
complete appraisal of these factors and arrive at a fully def- 
initive conclusion. Nonetheless in considering the present 
application the Board has the responsibility of forming a general 
judgment of what any future United States policy may mean in so 
far as the marketing of Alberta crude oil is concerned and it 
believes that this may be done on the basis of the evidence of 
the applicants and the interveners and its own knowledge of the 
SiLuauLon. 
The Board has appraised the evidence and the situation 
generally in terms of the following three matters. 
(a) The Historical and Probable Future Purpose of the 
United States Oi). Import Program. 
(b) The Relative Advantages of Overseas and Canadian 
O11. 
(c) Appraisal of the Growth in the Future Deficiencies 
in United States Indigenous Supplies. 
In its consideration of these matters the Board has thought 
it wise to seek counsel from the National Energy Board. Accord- 


ingly, it sought and obtained approval from the Chairman of that 
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Board for consultations concerning the factors which have had and 
will in the future probably have a bearing on the United States 
Import Program and particularly on the treatment of Canadian oil 
as a source of United States supply. The Board acknowledges the 
assistance it has received in these matters from che Na piionad 
Energy Board, but the fact that it has had this assistance is 
not tovbe  takenwas an indication! thats thesNetlonal@inercy Board 
endorses any or all of the views expressed here. The views are 
those ofthis Board alone’ and It accepreiful ly responsibilitys fox 
them. 

The three matters referred to and the Board's general con- 
clusions concerning them are dealt with in the following: 


(a) The Historical and Probable Future Purpose of 
the United States Oil Import Program 


While the applicants and the interveners placed different 
emphasis on some of the factors involved in the original! formuta— 
tion and the administration of the United States Oil Import 
Program, all parties appeared to accept that oil import controls 
of some kind would be continued gener aaa y into the future. 

The Board accepts that the purpose of the present program, 
which rests on national security considerations, extends beyond 
purely strategic considerations and emphasizes the maintenance 
of a healthy domestic oil industry and the preservation of 
certain United States trading relations. In addition, the @oard 
concurs that some system. of control of imports of crude oii and 
products into the United States will in all-probabiltty bes can= 


tinued indefinitely into the future. During the future adminis= 
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tration of the program, in its present or a modified form, the 
Board assumes that the broad purpose will be unchanged and be- 
lieves it likely that if greater reliance is required to be 
placed on foreign supplies no less, and perhaps more weight 
than in the past will be assigned to the strictly strategic 
aspects of the national security. 


(b) The Relative Advantages of 
Overseas and Canadian Oil 


In appraising the shares of any deficiency in indigenous 
supply which will come from overseas and from overland (essen- 
tially Canada), the United States will have regard to the many 
MiadVedualatactors ~treterreds|to by the,applicants, and the, inter- 
veners. Ofte particular Amportance,. it seems to the Board, wal J 
be a consideration of North American defence and the necessity of 
continued close co-operation between the United States and Canada 
in all matters having a bearing on the security of North America. 

The Board agrees with the interveners that many competing 
groups seek to obtain access to overseas supplies, and that the 
economic attractiveness of these feedstocks, at least in certain 
markets, is likely to continue into the mid-1970's. The Board 
anticipates that the chemical industry and integrated companies 
with overseas production interest, in particular, will wish to 
increase their intake of cheaper overseas supplies. Moreover, 
the Board believes that as the United States approaches capacity 
production more conscious weight may be given to energy cost 


factors in the formulation of United States policy. 
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The applicants maintained that United States policy makers, 
in the interests of national security, "will attempt) *to' Limit 
offshore imports to some 16 per cent of demand", It recognized 
that in practice this objective might not be achieved but con- 
tended that a much greater reliance on overseas imports would be 
imprudent. 

The Board agrees that the historical data provide the only 
quantitative indication of the level of overseas supplies as 
compared to overland supplies which the United States inotive 
past has considered compatible with national security. While 
the Board does not fully accept that the 16 per cent relationship 
was the actual objective of the import program, tOatsea tact: that 
during the last eight years overseas imports of crude oil and 
products have represented between 15.6 to Lj yoo per centeco. Cota! 
United States.demand' : Furthermore, during this same period over- 
seas imports of crude oil itself have remained relatively stable 
whereas overland imports have increased from less than 1 to more 
than 3 per cent of the total United States demand. The Board 
believes that the relative constancy of the overseas imports of 
érude off and the increasing reliance which the United States has 
been placing on overland imports is an indication of the policy 
thinking of the United States. 

In the preceding section the Board estimated the probable 
range of deficiencies which is to be expected in the United 
States indigenous supply of crude o1l for the years 91970), 1975 


and 1980, after allowing for reasonable growth in the supfiy of 
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United States synthetic crude oil. As the Board sees it, the 
general policy of the United States with respect to import regu- 
lations on foreign crude oil, and particularly whether or not 

the entry of Canadian oil into the United States will continue 

to be regulated or restrained, will depend largely on the mag- 
nitude and location of these deficiencies. The Board also assumes 
that when the United States is assessing whether, for reasons of 
national or continental security, greater *reliance should be 
placed on overland imports, it will have regard for the ability 
of Canada to supply increased volumes. The United States will 
take into account the substantial surplus producing capacity of 
the conventional oil industry in Alberta, the very iarge reserves 
Oc the Alberta oil sands and their capacity to produce synthetic 
crude oil, and the potential of the virtually unexplored areas 

Of northern Ganada. Furthermore, it seems likely that the United 
States will look largely to Canada as a source of supply for 

dest cisnucles Wilch tay develop in the northern part of Districe 
ja 


(c) Appraisal of the Growth in the Future Deficiencies 
in United States Indigenous Supplies 


In an endeavour to develop reasonable estimates of the 
growth in United States deficiencies which will have to be 
supplied by increases in the supply either from vGanad a 868i pom 
overseas, the Board has taken as a basis for the estimates the 
future situation which would result if 

(a) overseas imports were continued at a level 
of some 16 per cent of the total United 


States demand, 


ks Gee 


(b) overland imports from Canada were continued, 
as estimated in Section Vill, sretvectimretie 
recent growth trend, and 

(c) overland imports from Mexico were continued 
at the present level of some 30,000 barrels 
per day. 

In expressing its estimates of the growing United States 
deficiency in relation to these assumptions, the Board does not 
intend to imply that it necessarily expects the United States, 
in its determination of the desirable levels of overseas and 
Canadian imports, to be guided by the “16 per cent rule” subs- 
cribed to by the applicants. The Board sees good reasons) why 
this percentage dependency on overseas imports could be reduced 
and on the other hand, as emphasized by the interveners, there 
are also reasons to suggest that the future share of United States 
demand which may be met by overseas imports could be somewhat 
ereacer, than ins thespast. slhe Board uses) the kes perscentei.c 
ure, and a projection of the historical trends in the Canadian 
supply, only for the purpose of making some appraisal of the 
growing deficiency which the United States will have to satis- 
fy by an eimerease infone sor sboth otsits (principal jioreign 
sources of supply. 

The Board's estimates of the range of remaining deficiencies 
calculated on this basis appears in Table XI-3. Columns 1 and 
2 of this table give the Board's low and high estimates of the 


gross deficiency in United States supply, as developed in 
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Section X. Column 3 gives the overseas imports on the assumption 
that they will represent 16 per cent of the total United States 
demand, while Column 4 indicates the imports from Canada as 
developed in Section VIII which represent a continuation of the 
recent growth pattern without allowance for any large growth in 
United States requirements. Column 5 gives the assumed imports 
from Mexico. Columns 6 and 7 give the resulting low and high 


remaining deficiencies based on the aforementioned assumptions. 
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The Situation Expected in 1970 

Rererrinue to the remaining deficiencies indicated in Table 
Miss. On L970 sand perore any Ssileniticant supply might be 
expected from the Arctic slope of Alaska, it appears that re- 
Meining derleiencies of the order of 300,000 barrels per day 
might result if the United States were torestrict its overseas 
import to the level indicated and assuming that Canadian imports 
were those estimated in Section VIII: Bearing in mind the mag- 
MEcuage ot the deticiency indicated, it is cléar that the defic- 
Lencv Coda be met by a proportionately small increase in’ the 
level of overseas imports together with some increase in imports 
from Canada and, given the likely existence of spare capacity, by 
an increase in United States domestic production. The situation 
BSugeests to the Board that some, but not full relaxation of 


Festraints on the import of Canadian o11 would occur, 


Trepsituationshxpected) in 41975 

In 1975 the estimated remaining deficiencies would be 
nearly 500,000 barrels per day if the assumed minimum, develop- 
ment in Alaska should occur (high deficiency case). On the 
other hand if the maximum assumed development should take place 
in Alaska (low deficiency case) there would be a surplus, on 
the basis of the assumed overseas and Canadian imports, of 
some 150,000 barrels per day and one or both of these imports 
might have to be reduced. 

The high deficiency case suggests to the Board that the 
requirements of the United States for additional foreign suppii:i: 


would be such that in all probability it would wish to draw 
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increasingly upon Canadian supplies. This view is further supported 
by the fact that substantial shortages would vexist within Districe. 
T to IV. The Board concludes that under this case prestrauntswon 

the import of Canadian oil would have been removed and Canadian 

oil would have reached its full economic market in the United 

States within the period 1973-1975. 

On the other hand the low deficiency case, corresponding. with 
the assumed maximum Alaskan developments, suggests that some 
restrictions might Temain, In errectwbDy lui. 

For these reasons the Board believes that the United States 
Dolicy towards Canadiangwoll inmmand juste prior lomi3) > wollte 
critically dependent upon the magnitude and rate of development 
of discoveries in the Arctic slope of Alaska. If these are of 
the magnitude suggested by the applicants and reflected in the 
Board's high deficiency case, the Board believes, with the 
applicants, (that restrictions onmthelimportwors Canad lajerot law i 
be removed shortly before 1975. If the Arctic slope developments 
are large, the Board sees continuing normal growth of Canadian 
Lmoonrts put Little prospect of oMR Ie 3 removal of restrictions 


Omeeiem unrtL: atter LOS. 


imemnS de Wdated) On Expected tn Losi 


In 1980 the estimated remaining deficiencies would range 
from some 500,000 to 1,100,000 barrels per day depending upon 
the size of the Arctic slope discoveries as reflected in the 


low and high deficiency cases. To the Board these figures 


= POOF = 


indicate that even in the low deficiency case before 1980 the 
United States will have to look to further foreign supplies and 
given any desire not to increase significantly its dependency on 
Overseas lolli at witidelook increasingly) to) Canada, 9 By the 1980"% 
then the Board would expect Canadian crude oil to be welcomed 


without restriction into the United States market. 


The Effect of Uncertainties in the United States Demand and 


The Expected supply from Districts I-IV and ‘California 


The high and low deficiency cases developed in Section X and 
used in this analysis reflect the large uncertainties in the 
future production which may be expected in Alaska but assume a 
single prekned States demand projection, average estimates of 
Productionsitronm Dastrictse Ie to WV, and, essentiallys§. the 
Ciuewron! estaimateriher production) from Californiat “There ate 
MICE Tam Wee Shit Tneseée Ti puresiasiwellubpartaicularly? im! 19309 
and to the extent that they may prove high or low the defic- 
iencies would be modified accordingly. This means the range 
between the high and low deficiency could be’ greateri”© The 
Board doubts, however, that all factors which could contribute 
to either a high or a low deficiency are likely to operate 
together. Accordingly, while the Board recognizes the possi- 
bility of a wider range in the deficiencies than 1s shown in 
Table XI=-3 it does not consider this probable and believes its. 


conclusions based upon Table XI-3 to be sound, 
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Summary of the Board's Views 


In summary, the Board believes that, for reasons of national 
and continental security and having regard for Canada's growing 
reserves and producing capacity, the United States will look in- 
creasingly to Canada to supplement its own supplies. The Board 
does not believe, nor did the applicants or the interveners, that 
all restrictions on the import of Canadian o1] to ther United 
States are likely to be removed by 1970. Whether such restric- 
tionsy are) likely, to bel removed, by on before: L975 Wes oui ts cally 
dependent, in the Board's view, upon the magnitude and rate of 
development, of discoveries on) thesArcticaislope of Alaskace® Lt 
these are; of the order) estimated: by thelapplacants| the? Board 
agrees with the applicants that the probabilities favour the 
removal, o£ restrictions shortly betores L975, Conversel vee racine 
developments result in production of the order of the Board's 
high production case, some restrictions will probably continue 
through the mid-1970's but would likely be fully removed in the 
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LE APPLICANTS' MARKETING PLAN 
aE OMARKRELING PLAN 


The participatory share of imperial Oil, Atlantic Richfietd 
and Cities Service in the disposition of products from the pro- 
posed plant amounted to 30 per cent each, Under the anticipated 
output of 50,000 barrels per day of synthetic crude Diane 2 ee OG 
barrels per day of specialty oil and 5,000 barrels Der da Vaso 
naphtha, each such share amounts fo 15;000 barrels per day is /,,500 
barrels per day and 1,500 barrels per day of the respective 
products; The responsibility for the disposition of the remain-— 
ing 10 per cent of the Plant output. = amounting to 5,000 barrels 
per day of synthetic crude Ofte 300, barre ls per day of specialty 
oil and 500 barrels per day of naphtha — was Royalite’'s, The 
manner in which each participant intended to dispose of its share 
of production is summarized below. Each applicant used the desig-— 
nation 'new within reach' markets and "beyond reach' markets in 
the sense invested in these terms by the Alberta Government's 1968 


Oil Sands Policy Statement, 


SyMmohet Le Crude »Od 1 
(1) Views of the Applicants 


Imperial Oil Limited. Imperial intended to dispose of its 
share of the synthetic crude oil and any conventional oil required 
by the Policy by agreement with it's affiliate, Humble Oil and 
Refining Company (Humble). The commitment by Humble to purchase 
these volumes was tendered in letter form at the hearing and 


extended [or .aype mhod) of sof ive -yeas:. Humble indicated its 
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intention to renegotiate the commitment at the end of this period. 
Humble's refineries in the United States are located at Baton 
Rouge, Louisiana, Baytown, Texas, Bayonne and Bayway, New Jersey, 
Billings, Montana and Benicia, California. The latter refinery 
is under coustruction. Humble indicated that its) moste ike ly 
disposition of the synthetic crude oil and any required conven- 
tional oil would be in the Chicago area under arrangements which 
may include a processing agreement to supply Humble's Mid-West 
product requirements, an exchange agreement involving Humble's 
Gulf Coast refinery or processing at a Humble refinery in the 
CVSS OS Vicinity. With tespect to ™ the latter, no ssuch op laws 
exists at present ; but its “construction 12s) 4 possibility over 

Ene (lone term. 

Humble contended that inasmuch as it did RS oes proces 
Canadian oil in the Mid-West, the market it would provide represen-— 
ted a new markét for Alberta oi]. Furthermore, Humble believed 
its markets were additional to the 'normal' growth pattern for 
Canadian oil since its arrangements would increase the level of 
economic penetration by Canadian oil or Satisfy da market vavailable 
only to the synthetic crude oil by Wimtue o£ special ““Waracteris— 
CLs Humble indicated a possibility of it Satis tyine tthe 
peyond “reach! loriterion tof ‘the ond ‘Sands Development Policy but 
that it was more likely that 'new' within reach markets would be 
designated. Mrs Yeager, the witness from Humble, stated that 
Humble's inability to specify more definitive arrangements at 


this time reflected the impracticality of refiners ence ring Vinnie 
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commitments five years or so before the material would be avail- 
able. Mr. Meage y stated the period prior to the designation of 
which refineries would process the synthetic crude oil and the 
conventional oil required by the Oil Sands Policy could vary from 
several years to a few months. Mr. Yeager agreed that the satis-— 
fact Bonriot sthie marketing requirements of the Policy was predicated 
On “the effective’ te lamination tof controls on the export of Canadian 
oil to the United States Dyn Tone 4 Humble stated this would be the 
case and that its own independent studies indicated 'deficiencies' 
in United States supplies of the same order of magnitude as pre- 
dicted by the applicants, 

miielan tai IRI ehifaal'd . Mt Vantie Richfite Id tstated thateie tis 
& netiipn roehas ew) jofiec fudiai fod) aimeche Win ted! States land owns refin-—- 
eries! om the Easti; Gulf and Westucoasts’. WO Banitwe ORach fie lid 
contended that: it ‘nerd: io) ans! Hin! whe “ores ceiabilla future to use 
Alberta oil other than in relation to the proposed oil sands under— 
taking. Atlantic Richfield intended to dispose of the synthetic 
erudesodl inh 'new'¥ i markets! within reach Gnd ibe lieved that the most 
probable arrangement would involve an exchange agreement for the 
processing of the synthetic crude oil and any conventLonal al 


required? by! the’ Policy! in® the’ Chiciapo lre'ay Mr 2 Sniviock, sthe 


witness for Atlantic Richfield, anticipated that Atlantic Richfield's 


refinery on the Gulf Coast would favour the consummation of such 
an agreement, Atlantic Richfield emphasized that it was not 
feasible to make specific exchange agrecnents) Hart ant ‘advance oF 


the availebilityao€t suppign Atlantic Richfield submitted that 


= LOG 


the "new! market criterion would be satisfied by virtue of the 
fact that Atlantic Richfield's refineries and the refineries 

with which exchange agreements were contemplated would not other- 
wise find the use of Alberta crude economically feasible. 

Lf Atlantic Richfield were to construct ja refinery gum tie 
Puget Sound area, it would consider processing synthetic crude 
oulband tconventiona lol licatithisieplant. In the absence of such 
an arrangement, Atlantic Richfield stated that the Puget Sound 
resinghy ..ituconsitructed , probably mae process Alaskan oil. 
Atlantic Richfield believed this market would consequently 
quality as ‘new" within reach. 

Atlantic Richfield anticipated sthat if \quotay*type restr ic— 
tions between United States and Canada existed at the time when 
production from the plant became available, it would be unable 


Eo provide »! 


new! within reach markets in conformity with the 
Powicy. 

Ciiie.s. <Seir Vic @5. Cities Service proposed tomsell) its share. 
thee syavt etic io rude rox | production to Cities Service Oil Company 
€CiLtue sas apni .tedes tatestant iiuatver. Cities, statedgt™ wasci ar mee 
purchaser of oil in the United States and currently does not use 
Albeptse Oijgtimeits «wo United states) refiner les. py The latter are 
located at) Wake! Charles; Louisiana: and) Rasity Chicago,| indiana: 
Citdas, anticipatedgthat itewowlds probably) process ther synthetic 
crude oil and any required conventional oil at its Chicago 


refinery, or by exchange or. processing agreement with another 


refines, im the-Chicago; area: Cities contended that it was not 
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possible to make such exchange or processing agreements five years 
in advance. 

Cities "proposed that its “share of “the syntnetic “rude "o it 
production would be designated for 'new within reach'! markets, 
since it considered that Cities' current long range plans did not 
contemplate the use. of Alberta oil and that as such, these markets 
would otherwise not be available to Alberta Sup putes." in tie 
absence of the necessity to utilize the synthetic crude oil and 
any required conventional oil, Cities expects to supply its re- 
quirements from non-Canadian sources. CiLLles* contended that’ 1ts 
Pack sor Sincent ive tol Atse: Canadian conventional” o11° stemmed® from ‘an 
absence of proprietary interest and its investment in United States 
Pipes line Lacilities., Cities also’ etated’that its*plans'*were’! pre— 
dicated on the elimination of United States import restrictions on 
(eae Cansei ci nebo 74 

Roy aleve, Royalite, through The British American Oil Company 
Pimited), proposed tColsell Wtrs'share* or’ synthetic crude 611 8fe %Gule 
O11 Corporation (Gulf), Gulf intended to process the synthetic 
crude oil and any associated conventional oil under the terms of 
the Oil Sands Development Polley, Jatoits Toledo refinery. Royalite 
contended that this market would constitute a 'new' within reach 
market. 

Mr. Hoskins) (thes WwatnesesftoreGulfy téestifiedethat tthe proc 
essing of the amounts of conventional and synthetic crude oil was 
contingent upon approval of the application and would be over and 


above any volumes of Canadian oil consumed by the Toledo refinery 
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at the time when the commitment would become operative, Gulf 
anticipated that these volumes would emote 2) some 22,000) \barwe ts 
per day in 1973 and would remain at this level thereafter, in the 
absence of the necessity to use synthetic supplies. This trend 
in Gulf's expected 'normal' growth in Canadian oil requirements 
Wass predicated? on .Gult's Long range plans whieh <involved ia complex 
analysis of the factors affecting the optimum economic. combination 
Ofvseveraly féedstacks: available: to. the Toledo refinery. It was 
acknowledged that the qualification of the arrangement between 
Gulf and The British American Oil Company Limited as a 'new 
within reach' market was dependent on the elimination of “ad tee 
OnSesPOtis, otyCanadiany O11, to, the dinited: States Dy.7L9,73- to) 41 Spee 

(2)) Views of the Interveners 

Mobily Mobil contended that the markets proposed by the 
applicants for the disposition of the synthetic icriude, oi) wwowld only 
quaiityeaseinew! sif imports, of. Canadians oil, into-the United States 
Wee wunrestricted, Restrictions. of4 Canadian imports would preclude 
satisfaction of the criterion of providing a net increase in the 
total amarket. Mobil expressed the view that by the mid-1970's 
Glewrestraintus (on ethe smoyvement of Canadian oil to the United States 
would not be removed and thus that the applicants' marketing plans 
would not qualify under the terms of the Oil Sands Development 
Policys, Furthermore, Mobil was concerned that approval of the 
application would create a pre-emptive position for the applicants 
as importers of Canadian oil. Mobil contended that the applic-— 


ants’ belief that their markets would be unavailable to conventional 
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producers was attributable to proprietary interests. Mobil sug- 
gested that while such markets might qualify as otherwise unavail- 
able to prorated conventional oil, they would not be regarded as 
markets unavailable to unprorated conventional oil. Mobil con- 
Sicered that the creation fai new’ markets) by Virtue otainter 
company economics would bestow an unfair advantage not only on the 
Producers of synthetic’ crudevoil vis-a-vis producers of conventional 
Pi vroice also yon ithe are cei ne reson synthetic crude oil vis-a-vis 
Perlocaresct sconventlonal oly, Mobil believed that’ if 'new'» markets 
were defined for synthetleverude olf onthe ibaus ieijof proprietary 
interest, the same treatment should be My, Alert to conventional 


oll. Premature approval of the applicants’ 


proposal would result 
in a deterioration of the economic climate under which the con- 
ventional oil industry of Alberta had been developed and would be 
inconsistent with economic reality. 

Chevron. Chevron believed that the marketing plans of the 
applicants did not create 'new' markets but really related to 
normal growth markets. Chevron further considered that the 
applicants' case was contingent upon the elimination, Jot iresitraints 
on the movement of Canadian oil under the terms of the United 
States ULL import Program, Chevron did not believe the latter 
situation would be realized during the period under review. 

Chevron considered that if the term 'marxet' were interpreted 
as a refinery, then the applicants' statements on disposition did 


not permit determination of the destination of the synthetic orfude 


oil, except in the case of Royalite. Agreements such as that 
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between Humble and Imperial were not to be taken seriously. 

Chevron believed that statements of intent to market in accordance 
with the Government policy requirements were not sufficient and 
that the applicants should demonstrate, as a condition precedent 

ne approval, full compliance with the Oil Sands Development POLICVG 
Chevron contended that the definition of markets under the Oil 
Sands Development Policy should be determined by objective tests 
and that)-factorses ofs proprietary interest and inter-company arrange-— 
ments had no place in an objective examination. 

Chevron said that the laid down cost advantage of Canadian oil 
in the Detroit-Toledo and Chicago areas, the fact that conventional 
oil would shortly be available in the Chicago area and that the 
growth pattern of Canadian oil in United States markets was one 
of gradual expansion once the market was penetrated, indicated 
that the market areas referred to by the applicants Could notebpe 
classified as new or beyond reach or as constitutins a net sincreace 
In jahiehvotalimanrkaty 

Assuming a market is defined as a refinery. Chevron ectate daa 
was apparent that Royalite's proposal could not constitute a 
market 'not being served today', for the refinery stipularedmcir— 
rently consumed Canadian oil. With respect to the necessity for 
a new market to be one over and above normal growth, Chevron 
bebieved (that Gult's Toledo refineryidid not quality, ssincer tie 
amount of Canadian oil processed by this refinery had doubled 


ever ,the vperiod (1965 to11967 and as).such conetititedec normal 


growth market, 
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LEAC. IPAC submitted that it was impossible to assess the 
applicants' contentions with respect to markets since they were 
Subjective in character. En TeAG."s “opinion, the (policies tof 
individual companies were not relevant to the definition of mar- 
kets except under two conditions. One would be where all controls 
respecting the import of Canadian oil into the United States were 
removed and sufficient time had elapsed to permit Alberta oil to 
realize its full economic penetration into the export market. 
Phesecond conditdonm would requirer the ‘conplete disclosure offs the 
Views and OO bLicLes sOb dl rerinens: in the market area’concerned, 
However.» LPAG contended that, ino fact access to United Statesemar= 
kets would be determined by the United States import program and 
Prat. eiven the COonmtanuineg, existence of *this program, the eranting 
of the application would displace and supplant Canadian conventional 
crude oil in foreseeable markets. 

In particular, LPAC believed that the’Chicago market qualified 
as. one to which Canadian oil? would’ have physical’ access! and) fone! in 
which Canadian oil would enjoy a price advantage on the basis of 
laid. down costs, IPAC anticipated that Canadian conventional oil 
would. penetrates, thesChicage Marketmto thet fullpextent> permitied 
by Government policies. IPAC believed the restraints represented 
by the latter would undoubtedly continue in the future. As long 
as.an artificial limit existed below the level” ot economic »pene— 
tration, the internal economics of an individual refiner could 
not be tested. Given the existence ofa ceiling one ther exports 


of Canadian oil, imposed by Government policies, below the 
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producing capacity of the Canadian conventional OL sia dus lr yees ae 
below full economic penetration, IPAC considered it difficult to 
visualize how any market in the Chicago area could be treated as 
one over and above the growth of existing markets or one repres-— 
enting an increase inet hes total marker. With respect Be Gulf's 
proposal to utilize Canadian oil over and above the potenti alvin ie, 
TPAC believed that sthe,evidence, provided by Gulf could nor ibe 
examined or questioned in any meaningful fashion and that on the 
basis of» past( history, the anticipated abrupt termination of The 
utilization curve at 25,000, barrels per day was avmatter of =apec— 
ulation. 

In summary, IPAC argued that the evidence disclosed that the 
markets proposed, by~the.applicants were jin an area jor jot ja type 
that represented normal growth markets for Canadian oil long before 
the proposed plant would be in operation. The effect of granting 
the application would not encourage greater growth in the total 
oilumarket but, would simply, give, a share.of that market to un— 
Dror aledsis yarenetd ccrude sod), 

isfegaigmaees Bamitecontendecd that (Le thesapplicantic /edetinii ion 
of 'new' markets were accepted, the growth in the market for con-— 
ventional crude oil would be severely eroded ak the discretion of 
inteemated ot L companies with interests, in the oi] sands or heavy 
oil areas. Lt, waslmot, apparent to Banff how synthetic srude soil 
entering market,.areas where Canadian ,conventional oil was or soon 
would ebe, sofhd ~— fom fins.tange Puget Sound. Toledo sandeChicaso .— 


could be treated as a new market. The Gulf proposal suggested 
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to Banff that the applicant was defining a new market as any volume 
over and above Canadian imports, regardless of location. 

Banff believed that if the applicants were to serve new markets 
as defined by themselves, the control of the Alberta proration 
system would shift from the Government and the producing industry 
to refiners or companies with refining a mt ee OtLe: Banfi, aise 
suggested that if the philosophy of the applicants were adopted 
the output from the oil sands would be virtually open ended and 
mainly dependent on the refining and operating capacity of ihe 
owners of oil sands processing plants. 

Canadian Fina. Canadian Fina contended that in their submis-— 
exon, the applicants had made a minimal case in support of the qual- 
ification of their markets as 'new' Witham ereac hy Canadian Fina 
yointed out that each of the applicants stated they did snot sintend 
to fulfil the requirements concerned from dagen ten squnces jin.~the 
Byent of the application, being rejected, yet subscribed to a long 
range forecast which disclosed a sizable United States deficit. 
G@anadian Fina stated that the applicants should be required to 
furnish clarification of the markets! And thusesatdstfy,thesdantention 
under the Oil Sands Development Policy’ of the protection Sie tne 
conventional oil industry. However, in its argument, Canadian 
Fina indicated that the testimony of the applicants with respect 
to markets had provided sufficient clarification. 

Great Plains. In the opinion of Great Plains, the. applic- 
ants' marketing plans do not appear to comply with Ghee pOid, Sands 


Development Policy. Great Plains contended that the marketing 
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of oil sands production in the United States would diive.c flyers 


indprectly “dep lace conventional Ganadianios i. Great Plains 

said that the applicants should present specific information to 
show that the market to be supplied by the project could not 
directly or indirectly have been supplied by Canadian conventional 
oder: 

Great Plains submitted that the applicants had produced insuf- 
ficient evidence to ensure that the synthetic crude oil would be 
marketed in 'new' or beyond reach markets. Other than Royalite, 
Mowe of sine fapplicants had been Pe ee ae with certainty where 
the production would be disposed. Great Plains contended that’ the 
applicants' marketing plans were predicated on the absence of 
restrictions on thei-export of Canadian oil to the United Stated 
Creat Plains 'did mot -accept the contention that 411) "forma ior 
informal “‘réstraints against the importation of Canadian ofl=ines 
the United States would be imine enor relaxed prior to 97s to 
a sufrtpeient *desreéito permit marketing of the synthevicweri demas 
and any associated conventional oil without the displacement of 
other Canadian “conventional, oil, It appeared to Grest) Plains stuart 
even if restraints were lifted, the markets which the applicants 
proposed were normal growth markets for the Canadian conventional 
industry and would not represent a net increase in the total 
market. 

Hudson. s hav. Hudson's Bay had no objection to the granting 
of the subject application if the assumptions that otfstore;inpore. 


into the United States would be jLimited to (lo pers center pedomes uc 
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demand for the foreseeable future and that informal restraints 
On ene importation of (Canadtan oll “into Che United states would 
be entirely removed by the time the applicants' plant would be 
on stream, were realized. However, Hudson's Bay appeared to 


doubt that these assumptions would in fact be satisfied. 


Specialty Oils and Naphtha 


(1) Views of the Applicants 

Each company stated at the hearing that if 'beyond reach' 
markets for naphtha were not available, this product would be 
blended with the synthetic crude oil, while a like volume of the 
heavier component of the synthetic crude oil would be diverted 
bo the specialty o1l stream, Hence, under these circumstances, 
the volume of synthetic crude oil for disposal would remain at 
50,000 barrels per day, while the volume of specialty oil would 


fant enw.on 


increase to 30,000 barrels per day. The applicants 
of marketing the specialty oil in 'beyond reach' markets remained 
unaltered. 

Imperial Oil Limited. Imperial proposed to market the heavy 
specialty oil in Ontario in such a manner as to displace imports 
aio eranster’s . Impentul's "forecast ofthe supply-—demand balance 
for heavy oils in Ontario and British Columbia is reviewed in 
Section IX. A survey in the Ontario area by tlie Marketing 
Department of .Imperial indicated the receptivity of fuel oil 
customers to utilizing the low sulphur specditcation oil, Also, 


Imperial stated that its requirements for imported fuel oils would 


amount to some 15,000 barrels’ per day in 19y.peean dethus that, 1c 


Cua 


would be in a position to accommodate the 7,500 barrels per day 
of synthetic heavy oils by direct import displacement. Accord-— 
ingly, Imperial contended that its marketing plan would satisfy 
the beyond reach market criterion of the Oil Sands Development 
POLLY. 

Imperial proposed to dispose of the naphtha in overcens 
markets, which tte considered as beyond reach, mentioning Japan ce 
aupossibility, ov in Other beyond reach markets. 

Aalant bomen i Lena, Atlantic Richfield indicated tiara 
would diepose sor tts share of the specialty oil and the naphtha 
in beyond reach markets in a manner similar to Cities servicer 

Civiestservice, Cities Service proposed to Market the spec 
falty low eulphur fuel “oll@in the (Grear Lakes area of the, Unpired 
States or as an alternative in eastern Canada. Cities Sorel: 
contended that the low sulphur fuel oil markets in the Great Lakes 
area would greatly exceed volumes which Cities Service was required 
to dispose of and’ that such markets were ones in which local 
refineries, processing conventional oil, were no longer meeting 
the demand. Towbelteved that. marketing “the (UG) Oo Dita vee 
manner would satisfy the beyond reach criterion. 

Cities Service proposed to dispose of the naphtha in a manner 
similar to that proposed by Imperial: overseas markets or other 
beyond reach markets. 

Royalite. Royalite proposed to sell its share of the spec-— 
ialty oils and naphtha to The British American Oil Company Limited 


for marketing by displacement ‘of imports or transtiere OL ayy 
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fuel oil to Ontario or possibly British Columbia. Royalite con- 
tended ehae ene arrangement would constitute a beyond reach 
market. 

British American anticipated it would dispose of the naphtha 
in beyond reach markets. Its studies indicated overseas markets 
could be developed. 

(2) Views of the Interveners 

Chevron. Chevron submitted that the reason the conventional 
oil industry was not serving the fuel oil market in Ortario was 
largely the price advantage of imported fuel oils. Chevron bel-— 
teved the applicants’ evidence indicated that the "specialty' 
synthetic oil would be competitive with imported product. Accord-— 
ingly, Chevron contended that if fuel oil from oil sands sources 
could be marketed in the Ontario market, so also could fuel oil 
EEOmM conventional oil. Thus the Ontario fuel oil market was 
one which the conventional industry could be expected to serve 
equally well in terms of price as the applicants’ product. With 
respect to quality, Chevron refinery experts were convinced that 
eonventional oil could produce specialty oil of the same spec— 
ifications as that proposed by the applicants at comparable cost, 
Chevron concluded that the conventional industry could expect to 
serve the specialty oil market in terms of quality specifications. 
Moreover, Chevron believed that the specialty oil markets were 
within the geographical reach of conventional crude oil. For 
these reasons, Chevron concluded that the market proposed by 


tne Applicants for specialty oils was not ‘beyond réach". 
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Chevron further submitted that the specialty oil constituted 
apood retinery feedstock having a value Of Sore Des barrel as 
catalytic cracker feed. Chevron considered chat: the differential 
between this value and ‘an ‘imported fuel oll pricamor $2,100 (per 
barrel would constitute a strong economic incentive Lom sence 
diversion of the specialty oil to a refinery feed. Chevron aie 
mitted that Lif the specialty oil were initially iioeween in fuel 
oil markets, this movement would not continue for any appreciable 
length of time, given the economic incentives involved. 

Bante. Banff stated it was not reasonable that a portion 
of the applicants' output be designated specialty oil and “given 
exempt treatment under the Policy. Banff considered that the 
specialty oil referred to by the applicants was not unique and 
Pouldube duplicated py Alberta conventional ofl: Banff presented 
a preliminary das ten hor manufacturing. specraue, oil from Rainbow 
area conventional orl and believed that, to be consicten= with: the 
applicants' logic, the output from the plant should be exempt from 
the prorationing system. In such circumstances, Banff contended 
that conventional oil producers should be allowed to build such 
plants and be accorded exemption from proration. 

Banff contended that the markets designated by the applicants 
in Ontario were not clearly beyond the present or foreseeable 
reach of Alberta's conventional oil Reh Rtas if in the mext sitive 
years Alberta GiimweremtOmraacl Montreal and Chicago while markets 
for natural gas from Alberta moved further eastward. Banff sub- 


mitted that the marketing of Alberta voll in Montreal would change 
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tie Situation With respecttowusage-of fuel oils. and that it was 
SiretrculLt maw to know if fuel oils would be’ imported. Banff 
believed that economic incentives would direct that the specialty 
oil would be used as refinery feedstock rather than fuel oil and 
that under these circumstances the oil would displace Alberta 
eonventional of ; Moreover, Banff believed that over the next 
pive- tOuls years there would be a reasonable possibility “that con— 
ventional prorated Alberta crude oil might be pre-processed and 
marketed as heavy oil. 

Bantti’s contention that all the proposed ofl “sands” plant 
output was pre-processed refinery feedstock indicated to it that 
all the plant output of 80,000 barrels per day should be included 
within the Oil Sands Development Policy limits of 150,000 barrels 
per day. However, Banff agreed that if the markets for the 
specialty oil were clearly beyond reach, this procedure should 
not be followed. 

Great Plains. Creat Piains stated that if Ene speciazicy 
products were actually marketed in accordance with the intention 
Ofte Ee applicants, the products would not directiy or indirecciy, 
displace Canadian conventional crude oil. As such, Great Piging 
Had no objection to the applicants’ +marketing plans Lor) these 
products. However, it appeared to Great Plains that if the 
products were blended with the synthetic oil stream, a detrimental 


effect on the markets for conventional Canadian oil would be 


experienced. 


- 208 — 


Qualification for: Otne rs. within reach Markets 


Although the applicants' specific marketing plans related to 
'new! within reach markets and beyond reach markets, both they and 
the interveners referred to the possibility of satisfaction over 
time of ‘Other within reach markets in terms of trends in the 
iivhe: Lande x,, The views of the applicants and the interveners are 
summarized below. 

(18 o Views Sor the Appiitcants 

The applicants presented estimates of Alberta's conventional 
crude oil life index corresponding to demand projections based on 
three postulated levels of United States overseas crude imports 
and the reserves forecast discussed in Section VITL- The demand 


' submission, 


figures presented on page VI-5 of the applicants 
adjusted to include only light and medium crude, constituted the 
lower demand forecast. These figures assumed that United States 
overseas oil imports as a proportion of total demand would inc- 
rease from a historical average value of 16 per cent to 26.6 per 
cent bys LOSS. The other cases assumed United States overseas 
crude oil imports would satisfy constant levels of 20 and 16 per 
cent of overall demand. 

Utilization of the lower demand figures and the applicants' 
reserve forecast results in a gradual decrease in Alberta's 
conventional oil  dife index from ai current value of) Gl years fo 
27 yvyeare. in 19/5 sand 20 years: sin E9303 The applicants stated that 
the other assumptions would result in a 12 year Jilteeimdexy by 


POS 0 sand L9G. The applicants subm ttéd that under the latter 
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case the application would satisfy the requirements of the Oil 

Sands Development Policy without providing 'new' within reach 

markets. However, they believed the levels of demand for 

Alberta oil assumed for this case were unlikely. Accordingly, 

the applicants did not seek to satisfy the marketing provisions 

of the Oil Sands Development Policy in terms of anticipated trends 

in the lite’ tidex 

(2) Views of the Interveners 

Chevron. In its submission Chevron presented estimates of 
Rivperta cs conventional crudeloit tife dindex predicated 'on the 
reserves forecast discussed in Section VIII and the demand fore- 
Gast "presented “in ‘the applicants’ submission, (1) Om *iiris* br'si2's. 
Ghewromw forecast that’ Alberta’s Vite “index wowld decrease from a 
1967 “Level. of Zo\years- to 19° years by \l975>4and) ‘17 yearns: by; 1980. 
Chevron contended that the application shoul be deferred until 
the trend in-Albertats Vite tindex wasmestimated to approach 12 to 
14 years within @ five year period following approval of an 
an pics Lon, 

Dome. Dome calculated Alberta's conventional life index 
using essentially the same demand and reserves projections as 
Chevron. In its Submission Domerstatedsthat Alberta's lite 
index would not reach what it referred to as 'the more reasonable 
lava Pe re foes ars * unt Pista cer ao OF It suggested that further 
synthetic crude oil production should be deferred, since the exis-— 
tence’ of a*20° toe30 Wear lifteiiindexiswwouldinot;continue to encour— 
age exploration for €onventional oil. 

(i) The demand forecast used by Chevron was not identical with 
that used by the applicants, since each made different ad-— 
justments tothe:submitted forecast to exclude pentanes plus 
and heavy crude oil. Also, the life index figures are not 


directly comparable, since Chevron's computations used 
beciniing, Treeher thaw end, year reserves. 
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(3) Views of the Board 
For purposes of clarification, the Board has summarized the mar- 
keting plans of the applicants in the table below. The Board has as- 
sumed the plant output would be as specified in the application. 
Table XII-1 | 


Applicants' Marketing Plan‘) 


Specialty 
Company synthetic Ol Fuel Oi. 


Imperial | Volume 15,000 b/d 1,500. b/d 


Naphtha 


1,500 b/d 



















Sell to Humble. Humble 
most likely market in and transfers of 
Chicago area by exchange, | heavy fuel oil 

processing agreement or at| in Ontario 
future Humble refinery. 


Overseas or 
other markets 


Disposition Displace imports 














Type of market| Likely NWR, possibility of| BR 


BR 




















Volume 1, 500+b/a 





15,000 b/d 7,500 b/d 

















peli, tor Cicies 
Probably process at 
Chicago owned refinery 
or by exchange agreement 
in Chicago area. 


Dei Peto, Ca bes. 
Market in Great 
Lakes area of 
U.S. , oF pos- 
Sibly E.Canada. 


Overseas or 
other markets 


Disposition 




















Type of market| NWR BR 









15,000 b/d Ty SOO “bya, 1,,.500 b/d 
















Overseas or 
other markets 


Great Lakes area 
one Wi5Se 


Dispos icon Exchange agreement, pro- 
bably in Chicago area, or 
process in future owned 


refinery at Puget Sound. 








Type of market | NWR 











Volume 





5,000 b/d 2,500 b/d 500 b/d 
























sell to Gulf. Process at 
Gulf's Toledo refinery. 


peli stoeBritisn 
American. Dis- 
Place imports & 
translersaiins Ss 
Ontario and/or 

iS eis 


Overseas or 
other markets 


Disposition 

















BR 





Type of market | NWR 
NWR designates 'new' within.reach markets. 
BR designates beyond reach markets. 
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In appraising the marketing plan of the applicants the 
Board has initially considered whether the life index test, 
Whitenere Laves utc vothar! within reach markets,, ts, likely) to 
be applicable before 1980. The Board has then assumed 
thats themapniiiaants \- intention isysto, qmarketyeall..of the 
synthetic serude foil in ‘new! within greach, markets ,and all 
of thes enecia ty) oil in beyond rveachmarkets!, The former 
assumption excludes the contention of Humble that it might 
market its synthetic crude oil ,in,:'beyond,' .reach markets. 
However, the Board believes this to be a reasonable treat-— 
ment in view of the fact that Humble said disposition of 
the synthetic crude oil in new ‘within' reach markets was 
more likely, and especially since no details were given 
on the beyond reach markets proposed. 

(1) ‘Other within reach. markets 

The Board recognizes the uncertainties involved in 
projecting Alberta supply and demand and thus believes it 
prudent to consider a range of projections in appraising 
trends in the life index. Reaording Ly, Lour late jindex 
projections have been prepared predicated on varying supply 
and demand assumptions. The GombinatiLons Of ditrerent 
supply and demand forecasts for the four cases are as 


follows: 
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Reserves Forecast Demand Forecast 

Se Se a OP ecesc 
Case l: Medium Projection, Table Vitl-4, 

Tap les vidt— iy. Section viir (1) 


Section VIII 


Case 2: As for Case 1 Case 1l-incremented 
by 25.7 
Case 3: 'Low' forecast, Asfom "Case: 1 


Table VilI—1., 
Section VIII 


Case 4: As for Case 3 ES =Pore'Gase 2 
(1)~ Adjusted to relate to light and medium crude oil only 
The life index projections resulting from these cases are 
shown in Table: xX1Tr—2:, 
Table XII-2 


Comparison of Board Forecasts 
of Alberta's Conventional Oil Life Index 


years 

Case 1 Case 2 Case 3 Case 
1967 32 32 32 32 
1970 Sul eh 30 ey 
1975 26 20 oh 18 
1980 18 aS LS de) 


ADT the cases. exhibit life indices in 1975 considerably in 
excess of the critical level of 12 to 13 years. By 1980, the 
critical level is reached under Casess2. and 4, The Board notes 
that the assumptions embodied in Case 4 — the high demand and the 
low reserve forecast — are an unlikely combination, 

On the basis of this analysis, the Board believes it improb-— 
able that the applicants would qualify for ‘other’ within reach 
Markets in the mid-1970's. The Board sees a possibility that 


the life index test would be applicable before L980; Particularly, 
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if additional requirements for rn cr eee the United 
States induce a higher level of Canadian exports than that incor- 
Porated@in thes Board¥setoreccastwin*section VII. 

However, in apurazsing,; the, current application the Board is 
primarily concerned with the likely situation in Pues st. rey 
years following the inception of production. a such, the Zogrd 
believes that theolife index test will not. be satisfied within 
EHTS? periodmand*’that thes appiication willanave to, quality under 
the provisions of the Oil Sands Development Policy, relating to 
'new' within reach and 'beyond reach' markets. Thies Ls’ thie same 
view as taken by the applicants’. 

(25 'New' within reach markets 

The Board has considered the applicants' plans for the dis- 
position of the synthetic crude onl ftindem! eachawr she three 
sequential criteria of a 'new' within reach market as défined in 
the 1968 Oil Sands Development Policy statement as interpreted by 
the Hoare in “section Vv. 

"A Market not being served today". In Section V, the Board 
interpreted this criterion as embracing all, (within reach require 
mente for oLl not satisfied by Canadian volt. The Board believes 
this criterion will be satisfied iff the volumes of Canadian oil 
concerned are marketed by 

(a) exchange or processing agreements which result 

in such volumes being additional to amounts of 
Canadian oil, if any, consumed at the refinery 


concerned, or 


- 214 - . 


(b>). processing at an owned or affiliated refinery 
of such volumes in excess of amounts of Canadian 
Ode been vere Ligeia Cy) consumed. 

Inasmuch as all of the applicants envisaged arrangements which 
would be consistent with these provisions, the Board believes that 
the applicants' general plan meets ae first criterion relating to 
the 'new' within reach markets. 

"Markets over and above normal growth". The Board interpreted 
this criterion in Section V as involving the “accelerated acquis— 
ition of a market which might have been served equaliy well by 
Alberta conventional oil albeit at some indefinite time in: tne 
Pee eor It may also involve the acquisition of a market which... 
may... becunlikely to utilize Alberta sources of supply in the 
foreseeable future. " 

In assessing the applicants' marketing plans ares tiis 
criterion, the Board has made no distinction between 'new' markets 
which may be acquired by exchange or processing agreements or those 
which may be acquired by virtue of integrated or affiliated oper- 
ations. The Board believes the relevant factor in all cases is 
the supply position of the refinery, or refineries, whichseven— 
tually process the synthetic crude oil and associated conventional 
crude OL, In reviewing the status of ee aiaad aie refinery, 
the Board identified three situations; 

(a) the refinery would not be processing Ganadtan sods 

and may be referred to as a 'new' refinery; 
(b) the refinery would be processing Canadian onlay 
but over recent years at reasonably stable levels; 


and 


iol Seo! 


(c) the refinery appears to be steadily increasing 

its degree of dependence on Canadian oil. 

(a) In cases where the 'new' refinery is located in an area 
in which United States domestic supplies of “appropriate quality 
are expected to continue to be available in adequate quantities, 
the Board believes that such a market qualifies as one ‘over and 
above' normal growth. Under conditions where alternative domestic 
supplies are not readily available, as for instance would be the 
position of a 'new' refinery in the ‘northern tier' area, the 
Board does not consider the criterion would automatically be 
satisfied. 

(b) The Board believes that the principle underlying this 
Sliuat Longicscsimil arngto othat tind thd ecaseito f athe «yew! refinery, 
and that the marketing of Canadian oil in excess of volumes cur-— 
rently processed will augment 'normal' growth. 

The Board does not intend its interpretation of these two 
situations to indicate disagreement with certain interveners who 
suggested ithat jthewavailability of Canadian \oil ‘in san’ area sinduces 
a continual expansion of markets. Rather, under current con- 
ditions’ the Board generally ‘concurs with (this ‘Natter concept sbut 
believes that the addition to normal growth initially occurs by 
virtue of an accelerated acquisition of the market. 

(c) The Board does not believe that the satisfaction of 
requirements for a refinery ial has shown a definitive trend 
towards increasing its dependence on Canadian oil can be treated 


as over and above ‘'normal' growth except under circumstances 
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where it seems likely that proprietary incentives in terms of 
transportation systems and production interests would tend. to 
set. ran eventual upper limit om the level of Ganadian oi! processed, 
Three of the companies involved in tbe disposition “Of (the 
synthetic crude oil - Humble, Atlantic Richfield and Cities - 
indicated that their arrangements would embrace exchange or pro- 
cessing agreements with as yet unspecified refineries ;sbutapos= 
sibly loeatedpin the Chicago area}; -or | ‘new! refineries, They gave 
undertakings that the synthetic crude oil and an aquivaten deren 
of Alberta conventional crude oil would be marketed in full accord- 
ance with the "over and above normal growth" criterion ‘of suhe 
Oil Sands Development Poulmavye The Board accepts that the above 
companies have developed general plans which would meet the 
CHLEeTI ome In reaching this conclusion, the Board has placed 
considerable weight on the undertakings given, and the ability of 
these companies to meet this requirement by virtue of their Sizes 
refinery locations and supply systems. As pointed out in Section 
KELL ideabing with surveillance, a condition of any permit which 
might be issued would be that the applicants, before commencing 
production; gf1le details of «their plans which must conform with 
the general plans here approved. 
Royalite's proposed marketing -arrangements were specific 
and involved arrangements with Gulf who would ae tie worl tovits 
Toledo refinery. The refinery clearly has been using increasing 
quantities of Canadian oil over the past few years and would be 


classified under refinery category (c). Gulf stated its pur-— 
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chases of Canadian oil would stabilize in the absence of approvai 
of the current application at a "ceiling' of some 25,000 barrels 
per day, or thereabouts, in 1973. The Board notes that recent 
monthly nominations for Alberta crude oil have reached a level 

of 20,000 barrels per day and, given the historical trend, the 
Board sees every likelihood that the 25,000 barrels per day may 

be exceeded by 1973. Gulf made reference to extensive analyses 
which it had conducted concerning the optimization of its refinery 
Operationssincludine that at Toledo. Tle stated that it was. on 
the basis of these analyses that it concluded there would be a 
Cellineron,itsetse in Toledo of, Ganadian, 011, Gulf undertook to 
process the volumes of oil required under the terms of the Oil 
Sands Development Policy over and above any amounts of Canadian 
oil processed at the time synthetic production becomes available. 
Therefore, the Board concludes that whether the 25,000 barrels per 
day level is reached in 1973 is irrelevant; the essential factors 
are Gulf's unequivocal statements that its usage of Canadian oil 
would approach a limit and, if the present application were ap- 
proved, it would absorb Royalite's share of the synthetic crude 
oil and the matching conventional crude oil over and above what 
would otherwise be the limit. 

As the Board sees it, and as Gulf has argued, the overall 
position of Gulf, with its extensive producing properties in the 
southern United States and its ownership interests in pipe lines 
which directly or indirectly supply northern portions of District 


Diet ehientt Oa Cole useyor Canadian oj] in Toledo, will, approach 
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a ceiling. Accordingly the Board considers it would be improper 
to treat the total oil requirements of Gulf's Toledo refinery as 

a 'normal' growth market for Canadian oil. . Given the proprietary 
interests involved. the volumes of Canadian oil likely to be pro- 
cessed at Toledo in 1973, and Gulf's undertaking, the Board con-= 
cludes that the Gulf Proposal would create a market additional to 
'normal' growth. 

"Markets providing a net increase in the total market", The 
Board recognized in Section V that a market satisfying the first 
two criteria "nevertheless may not be classified as 'new within 
reach if. the absorption of Canadian supplies in such a market 
displaces, or precludes the normal growth in, Canadian supplies 
to other portions of within reach markets", 

in’ the context of the present application, the main factor 
which may preclude qualification under the final’ criterion 19° the 
opération of the United States Oi1 Import Program. Each applic= 
ant agreed that the existence of restraints, in the sense inter-— 
preted in Section XI, on the importation of Canadian oil at the 
time the proposed plant came on pete would prevent satisfaction 
of the 'net' increase requirement of the’ O71 Sands Development 
Owe C ye, The operation of restraints, even though informally 
applied, is tantamount to a quota type arrangement, Consequently, 
under a system where restraints apply, the increased imports pro- 
posed by the applicants may only be achieved at the expense of 
other imports of Canadian oil. The Board concurs that as long 


as a significant degree of restraint on the movement of Canadian 
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oil into United States markets exists: the applicants do not 
satisfy 'new' within reach markets as defined under the Policy, 

In Section XI the Board has concluded thatif the develop- 
ments in Alaska are such as to result in production levels of 
theorder of, or less than, 500,000 and 750,000 barrels per day 
in 1975 and 1980 respectively, the probabilities are that res- 
traints on imports of Canadian oil to the United States will be 
elinchatedswithin the period 1973..to0,1975. Under these conditions 
the Board would accept that the marketing plans of the applicants 
would qualify under the "net increase" criterion and therefore 
fully qualify under the Policy as "new within reach" markets. 

On the other hand should the developments in Alaska lead to 
proguctaon, levelss,of the order of, or greater Phan oO and 
1,750,000 barrels per-day, the Board has found it improbable 
that imports of Canadian oil would be unrestrained by 1975. Under 
such conditdons,;the Board could, not accept that the applicants' 
marketing plans would qualify under the "net increase" criterion 
anda therefore; would, find them to fail to qualify under the "new 
Witbing reach!» provisions of the Policy... 

The applicants also suggested an alternative situation where 
the necessity, for restraints, may be eliminated, by 19/3 almost 
independently of the level of United States deficiencies Dy Noe 
tue of prorated, conventional, Canadian oil having r hed its 
"economic! penetration limit. The applicants said these cirzum- 
stances would allow them to provide a net increase in the total 
market. The Board does not accept on this reasoning the conten- 


tion that Canadian exports could reach their economic limit anc 
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restraints be ineffective or removed by 1973." Furthermore, even 
if the contention were realized, the Board believes an increase 


in Canadian oil imports of some 100,000 barrels per day, as re- 


quired to qualify the markets of the applicants as ‘new’ within 
reach markets, might well induce a reimposition of restraints 
which could result in restrictions for other Canadian fort importere. 

(3) Beyond reach wereece 

Specialty Fuel Oils. All the applicants proposed to market 
the specialty fuel oils in beyond reach markets and, in particular, 
in heavy fuel oil markets of Ontario, British Columbia® and the 
Great Lakes area of the United States. In S@ctioniVvy, “thesboarad 
interpreted a beyond reach market as "geographically remote ee 
within reach markets" or as a specialty market which may be geo- 
graphically within reach but eCxXists by virtues Or pir cen dus ay 
or other reasons. Obviously, the applicants’ anticipated markets 
for fuel oils would have to qualify as beyond reach under the 
specialty, rather than the. peographicailly remote chmperione 

Ti stosmanal y sac) OL fuel oil markets of) Sectvony [x4 che" Board 
concluded that notwithstanding the existence of surplus crude oil 


producing capacity in Alberta, significant volumes of fvel oil 


would ‘Gontinue to be imported or transferred into Ontanvo and 


British Columbia in the 1970's. Therefore, the->Boardvagrees wirtn 
the applicants that this market constitutes a special’, 'beyond 
reach' market. The Board is satisfied that Imperial, and 


Royalite through The British American Oil Company Limited, will 


be able to displace imports and transfers of fuel oil in such 


- 221 - 


markets and thus that these companies' marketing plans satisfy 
the beyond reach criteria. 

With respect to the proposals of Atlantic Richfield and Cities 
Service, the Board concurs that markets for fuel oils in the Great 
Lakes area of the United States would be available to these com- 
panies. Moreover, the Board has seen no evidence that would 
suggest to it that such markets will be served by Alberta conven- 
tional oil in the foreseeable future. Hence, the Board agrees 
with the applicants that these fuel oil markets qualify under the 
beyond reach criterion. 

In reaching these conclusions, the Board had regard for the 
arguments of the interveners. It agrees with Banff and Chevron 
Phat fel oil of specification and characteristics comparable fo 
the applicants' product may be derived from Alberta conventional 
ep ae However, as the Board sees it, the sole question is whether 
in the foreseeable future Alberta conventional oil will be supply- 
ing those, portions: of, the, fuel oil. market. in, Ontario, and British 
Columbia from which the applicants propose to displace imports and 
transfers, or fuel oil markets in the Great Lakes area. In the 
Board's opinion, neither the evidence at the hearing nor the 
Board's subsequent analysis indicated any likelihood that this 
would be the case. Accordingly, the Board does not accept the 
arguments of Banff and Chevron. 

The Board also considered the argument of the interveners 
that economic incentives would impel marketing of the specialty 


oil as a refinery feedstock, rather than as a fuel oil. TDs 
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argument appeared to the Board essentially to concern the matter 
of surveillance. As’ such, Dt is discussed” in’ seccti0n s1 | 1eoe 
the report? 

Therefore, the Board is prepared to accept the contention of 
the applicants that they would be able to dispose of the specialty 
fuel oils in beyond reach markets. This’ conclusion would not be 
altered if in’ fact the volume of specialty fuel oil concerned’ ie- 
30,000 barrels” per day rather than” 25, 000"bearre vs per cay Winton 
the applicants indicate would be the case if they were unable to 
dispose of the naphtha in beyond reach markets. 

Naphtha. If the. naphtha production were marketed in over- 
seas markets or’‘in other markets clearly beyond the geographical 
limits of Canadian oil, the Board agrees that such arrangements 
would satisfy the 'geographically remote' aspect of the beyond reach 
market concept. If all or part of the naphtha production were 
marketed in geographical areas within reach of Canadian oil, the 
Board believes apes whether such arrangements would qualify as 
beyond reach markets would depend on the actual circumstances in- 
volved. In the absence of further details from the applicants, 
the Board is unable to appraise this particular marketing possib-— 
ility further at this’ time, 

The Board also agrees that should the applicant be unable to 
develop geographically beyond reach markets, its plan to absorb 
the naphtha in the synthetic crude oil stream and increase the 
volume of fuel oil to 30,000 barrels per day would meet the re- 


quirements sof "the Policy: 


- 223 - 
XIII SURVEILLANCE 


Wiere are "two distinct, though interrelated, aspects to the 
surveillance by the Board that might be expected if an approval of 
a scheme such as that proposed by the applicants were issued. 

Firstly, because of the necessary time lag:between the hearing 
Of an application such as the subject one and the. time at which the 
Proyvect might go into operation, the Board recognizes the virtual 
impossibility of all factors involved in a marketing’ plan being 
resolved at the time of the hearing, and consequently, if an ap 
proval were issued on the basis of satisfactory general marketing 
plans, the Board would expect the approval holder to provide full, 
definitive details of its markets, and to satisfy the Board that 
they were in accordance with his general plan on which the approval 
was based, at some time before production Bee eae Secondly, there 
would be the periodic review by the Board during the operation of 
the scheme to ensure that the marketing operations of the applic-— 
ant were in accordance with those he had proposed, or such varia- 
tion of them as the Board might accept, and consequently, that the 
marketing operations remained within the Policy. 

Discussion of surveillance at the hearing dealt with the 
second aspect of the matter and with possible measures to be taken 
if the Board should not be satisfied from such surveillance that 
A marketing of production was in accordance with. the: Policy, 

(1) Views of the Applicants 

Mr. Kieschnick, who appeared as the applicants' policy 
Swiltness, stated that they would make every effort to provide, 


in such manner as the Board should require, corroboration so 
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it may finally determine whether or not the ultimate markets 
do satisfy the Oil Sands Development Po lLiows He Said the 
requirement of an annual report would not be a problem, but 
acceptability of a provision for adjusting approval volumes 
if the Board was not satisfied regarding the markets would 
depend on whether there came out of the hearing an adequate 
test or corroboration of the concepts assumed by the applic- 
suave. 

20) Views of Canadian Fina 

Upon examination Canadian Fina's witness, Mr. Harvie, 
expressed doubt as to the effectiveness of surveillance. He 
stated. that, after a $200 million. investment had beanemedeeead 
employment generated for a thousand employees, political pres-— 
sures in the Province would work against a shut—down or partial 
shut-down of the proposed facility. 

(3) Views of Chevron 

On tthe subject of surveillance, Mr: Bristow testifyine for 
Chevron stated, with regard to synthetic crude oll, that Chevron’ s 
POSUELOTS Was sbhat sine applicants! market did not cone within the 
POLI Cyl SUG thai thOcapplication -should. be granted it would be 
very necessary to provide for some adequate surveillance mach-— 
Lave yas With réegardsto the specialty otl for the Mastern Ganauien 
Ue l ollemarkety shesetated that eftective surveil lance “ould 
remove Chevron's objection. 

In Chevron"s written argument, it submitted that while sure 


veillance would be desirable, in practice it would be impossible - 
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there would be no way of determining whether a tetinaryawithin 
geographic reach would have processed Canadian conventional oi! 
in absence of synthetic erude,~oil.s -rsit wouldsebex.vequally,inpas— 
sible to determine whether a specialty oil wasS.being used as a 
fuc1l 011 06 pag .a refinery, feedstock. Ghevron,stated that, ,as 
every proposed market other,than that for fuel oil was outside 
Canada and beyond the jurisdiction of the Board or any Canadian 
governmental agency or court, there would besno,;way in which sur- 
Nets lencesin the, form ofyexamination.of transactions, confirmation 
SF Teporis:., and. so ,on,. could) be exercised. 

(4) Views of Dome 

Upon examination, Dome's Mr. Dunkley expressed the opinion 
that from a practical view surveillance would be very difficult 
to implement. 

(ao) Views of Creat,P laine 

In argument, Great Plains submitted thatia continuing method 
of surveillance would be essential and should carry with it some 
effective method of ee reine: production.if the preducts 
Ere nMoOtemarketed inmeaccordanceswithsthe Policy. Li,~furthez 
submitted that 

(ea) .Survedl Lance ina the, future.musty nor be substituted for 
the oplicgation,of.the applicants ato satisivethe Bosra eatothis 
time that the production.will be marketed in-aceorc ce with 
the Oil Sands Development Policy. 

(b) . it may, be extremely difficult,to institute an effect-— 


ive method of surveillance. 
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ec} If it should appear necessary to cut off or festrict 
production fromthe plant for failure to market “in. accordance 
with the Policy, the Board would be under extreme pressure from 
the applicants to amend the terms of the approval. 

(dye There might be extreme political pressuremce keep the 
plant operating even though marketing was not in. accordance with 
Onli vie 

(6) Views ee TPAC 

At the *hearine Mra booth stated that.” TPAC would not be-con- 
cerned regarding the suggested surveillance provision as lone as 
it was not employed as a Ueieavane for the” testeat0ern ts. mune 
as to whether a market is a new within reach market within the 
OLl Sands Poliay: This reservation was repeated in IPAC's 
written argument together with the statement that the role of 
surveillance was of a secondary, policing nature. 

(7) “Vitews. of “Mobi 

In testimony Mr. Brown said that Mobil's doubt that the 
applicants' new markets would result in increased Canadian prod—- 
uction would be reduced if an effective method of surveillance 
were devised. Mobil's argument, filed after the hearing, stated 
that the application shouldande tbe? eranted in abSenee of evidence 
showing clear and unequivocal prior compliance withthe vroticys 
but subject to surveillance by the Board as to subseque t com-— 
pliance. The argument also pointed out the impracticability 


and constitutional unforceability of such surveillance procedures. 
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(8) Views of the Board 

The purpose of surveillance in both of the aspects referred 
Po et the becinning of tChissesection would «besitoxensure that (the 
holder of an approval would carry out his marketing program in 
gecondangeswithathe Policy ; The Board does not believe that 
the prospect that surveillance will be exercised can in any way 
relieve an»applicant from the burden of demonstrating at the time 
etytherconsiderationso£ his ‘application that his- production will 
be marketed in accordance with the Policy. 

DOGeDOardgrecosnizeadthat the actual warketing sof -products 
Weuld?oceur in areas~pgeographically beyond: its» jurisdiction :and 
eoncr a 1 3 It also appreciates the argument of those interveners 
wVio eposnseadsouteuhelpeactical difficulty ofeshutting downer 
curtatvling a project of .the ‘magnitude of that proposed by the 
eepplicant's:. 

With regard to the ditiiculties the Board might £ind in 
determining if a product had gone to a market conforming to the 
Due sno orolLiovw iL toc Ne podrd ge. view that such difficnities 
Sto more likely to arise in the case of a within reach market 
Bien im the case of the beyond reach market. However, if sur- 
veillance is eee in concept it should not be avoided because 
‘eesti ot te rou lies. 

The Board notes that none of the, interveners. opposed sar= 
veillance provisions as such, although there was much uneasiness 
revardiue tie Girecliveness olseurvel lance: Further, some 


interveners expressed the opinion that if an approval were 
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granted, surveillance would be necessary. As “to CtChe@applicants - 
they had no objection to a surveillance provision so long as they 
would know what they were expected to show. 

After a consideration of all of the views on the surveillance 
question, the Board believes that surveillance is necessary and 
that any approval that may be issued should include a provision 
requiring the applicants to report annually on the ultimate dig= 
position of the products produced in the preceding year. However, 
such provision should not provide for automatic action if the Board 
is not satisfied that the products have been marketed in accordance 
with the Policy, The Board believes that, in view of the diffic-— 
ulties relating to its jurisdiction and the consequences of a 
shut-down of the proposed plant, the Board could best determine 
what action should be taken by an inquiry or public hearing when 


the circumstances should arise. 
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XIV FINDINGS 

The Board having heard publicly the application under Part 
VIA of The Oil and Gas Conservation Act,,1957, of Ablantic 
Richfield Company, Cities Service Athabasca, Inc., Imperial Oil 
Limited and Royalite Oil Company, Ltd., and having studied the 
evidence submitted by the applicants and the interveners at the 
public hearings, and having regard to’'the advice of its staff 
and to its own knowledge, finds as follows: 
ihe IN THE MATTER OF CONSERVATION AND RELATED ASPECTS 

The present proposal of the applicants is for a sequence 
of mining, separating and upgrading ie which, subject 
Ea -4 Condition pertaining to the initial tailings. disposal 
operations, would result in satisfactory conservation and 
Peeovery sor products trom ol! sands. 

The applicants’ plans for the disposal of liquid and 
gaseous wastes are satisfactory to the Board, subject only to 
bie vapproval of the Départment of Health of final design details. 

Details concerning these matters and the nature of the 
condition proposed may be found in Section VII. 
Zs IN THE MATTER OF TECHNICAL FEASIBILITY 

The present proposal of the applicants involves certain 
technical changes from their proposal of 1963. The Board 
believes that significant improvements have been me -« in each 
major process step and finds that there are no technical 


feasibility considerations that should stand in the way of 


the approval of the project. 
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Details of tthe Processes and the technical improvements 
Proposed by the applicants are Presented in Section Ti yawivile 
the overall views of the applicants and the Board on these 
matters are presented in Section Vit. 

3% IN THE MATTERS OF ECONOMIC FEASIBILITY AND FINANCIBILITY — 

While the Board does not consider it to be its responsibility 
fo rule Vingany, abeolute sense on the economic feasibility of the 
Proposed project it considers the limited Economic data submitted 
by the applicants, together with their Preparedness to procéed 
with» the project, sufficient evidence that economic feasibility 
considerations should not stand in the way of approval of the 
project. 

The Board is Satisfied with the applicants' abthi'ty feo 
finance the Proposed operation, 

The above matters are elaborated upon in Section Vii. 

4. IN THE MATTER OF THE MARKETING PLAN 
(a) The Proposed "New Within Reach" Markets 
The market plans proposed by Atlantic Richfield, 

Cities Service and Imperial for their shares of the 

Synthetic crude oil and the matching conventional 

Crude roa are by no means Puliyodefined and rest 

primarily upon general commitments made by the pro- 

posed United States purchasers. [In the case of 

Royalite, the plan to sell its share of the Synthetic 

and matching conventional crude oil to Gulf Oil 


Corporation for use in its Toledo \reffinery, is more 
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specific but still dependent upon general commitments from 
the purchaser. However, recognizing the difficultiés in- 
volved the Board is satisfAed with the inder cami nee of 

the applicants, and that the markets would be ones not 
being served today and ones over and above normal market 
growth for Alberta oil in such market areas. 

As discussed in Section XII, whether the proposed 
markets would also qualify as representing net increases 
in markets for Canadian oil depends upon the removal of 
Government restrictions on the import of Canadian oil 
PreQeclvesnttedas states.em in turn, lue probability ror "tie 
removal of these restrictions by or about the time the 
OperavYons proposed by "the applicants would start, "1s, 
in the Board's view, critically dependent upon the level 
of production which may then be expected from Alaska. 
Thus, whether or not the proposed markets would repre- 
sent net increases in the markets for Alberta oil depends 
upon themagnitude and rate of development of the recent 
discoveries in Alaska. Should these developments be of 
the order of the low estimate of the Board, the Board 
believes the deficiencies in United States supply in 
the period 1973 to 1975 would be such that the proposed 
markets would represent net increases in marke and 
would qualify under the "new within reach" criterion 


of the Oil Sands Development Policy. Alternatively 
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if the Alaska developments are more of the order of the 
high estimates of the Board the proposed markets would 
not now qualify. | 
(b) The Proposed Specialty Markets 

The Board is satisfied that the specialty fuel | 
oil markets proposed by the applicants are ones not 
now being served, and not likely in the foreseeable 
future to be served, by Alberta conventional crude 
oil. Accordingly, the Board finds that the appli- 
cants plan for the marketing of 25,000 barrels per 
day of specialty fuel oils conforms with the “beyond 
teach’ criterion of -the Oil Sands Development soley. 
Should the applicants find it necessary or desirable 
to blend the proposed 5,000 barrels per day of naphtha 
production with the synthetic crude oil and produce 
and market 30,000 barrels per day of specialty fuel 
otls, rather than the 925,000 barrels per day, the 
Board agrees that this greater volume of fuel oil 
could also be marketed in conformity with the Policy. 
(c) The Naphtha Market 

The applicants’ plans for the marketing of 5,000 
barrels per day of naphtha in overseas or other geo- 
graphically beyond reach markets, if realized, wouid 
conform with thembeyond reach! cra terion otepne wow 


Sands Development Policy. If these plans were not 
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realized and the naphtha were blended with synthetic crude 

oil and 5,000 barrels of additional specialty fuel oil 

were produced instead, the Board agrees, as discussed in 

paragraph (b) above that this plan would also be in con- 

Formity with the Policy, 

Pull details or tne applicants "marketing plans. 

the interveners views of them and the Board's analysis 

Or these matters are given in’ Section XII with related 

Meeetiaie th sect tons Vili. ok A vala “Kl. 
2 ie IN THE MATTER OF SURVEILLANCE 

Inasmuch as the granting of an approval would depend on 
the Board's having found that the marketing plans of the appli- 
cants are in accordance with the Oil Sands Development Policy, 
the applicants should be required to demonstrate in the future 
Phatoechwey Nave adhered to such plans, “Accordingly; “any 
approval that may be issued should include a provision requir- 
ife tne applicants to ttle with the Board furl) “definitive dee 
tails of their markets before production is started and a pro- 
vision requiring the applicants to report annually on the dis= 
position of products produced in the preceding year. 

The view of the applicants, the interveners and the Board 
on the matter of surveillance are discussed in Section XIII. 
6's DISPOSLIION OF THE APPUICATION 

Having regard to its prasent findings with respecs to 
the applicants! marketing plan the Board concludes that the 


ANDi caAtlon Cunning. Desapprovad BC the present? tine. The -harrier 
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to immediate approval is the substantial uncertainly with respect 
to the probable magnitude and rate of development of the recent 
Alaskan discoveries. Since; in the Board's view .wtnere 1era 

fair possibility that these discoveries could result in) a new 
United States supply or the order of the Boards hienm estumates 
of production from Alaska, the Board cannot now accept that the 
proposed "new within reach" markets would represent a net gain 

in market (tor Al bertawoul: 

Nonetheless, the Board tdoes motuthink 1t propvems on the basis 
of the possibilities with respect to Alaska which ane most dif17— 
eult to resolve now, andjwhich constitute the only sparc er to 
present approval, that the application be deniéd ‘or “that ‘the 
entire decision be further delayed. The applicants” "case re-= 
LElects their conviction, thatythe Alaskan discovertes will moet 
result in additional supplies being developed which will signi- 
ficantly affect their forecast of the Unitedmstares dericienciess 
The Board believes that@results of exploratwvon sect im @ryecurren al. 
underway and planned for the coming winter may permit a more 
meaningful evaluation of the prospects in Alaska to be made in 
a few months! time. 

The Board would be prepared, therefore, subject to the 
approval of the Lieutenant Governor in Council, to approve 
the applicatvonm provided “that. 

During thégmonth of sNovember 1969 at “a. public 
hearing called for the purpose upon eight weeks! 


notice following the filing of the applicants” ‘sub— 
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mission, the applicants satisfy the Board that the balance 

of probabilities, as they may then best be assessed, 

strongly favours the applicants' contention that the 
probable Alaskan developments will be of the order of both 
those which they have forecast and which theBoard has in- 

cluded in its low Alaska production case, and not such a 

degree greater as to reduce Significantly the deficiencies 

now.anticipated by the applicants in the United States in- 

digenous supply of crude oil in the period 1973 to 1974, 

Mietne event: (that the applicants do’ not £ile a submission to 
be considered at a November 1969 hearing, on or before September 
3, 1969, the application would be deemed to be dismissed. 

The approval which the Board would be prepared to issue 
following the November 1969 hearing, if the applicants satisty 
the Board on the aforementioned matters and given the further 
approval of the Lieutenant Governor in Council at that time, would 
be in the form reproduced in Appendix C and subject to the terms 
and conditions therein shown. 

Respectfully submitted, 


G. W. Govier, 12 2 Eng. 
Chairman 


Aa Be Ményluk., Pweg, 
Deputy Chairman 


Vernon Millard 
Board Member 


Dated at Calgary, Alberta 
this 2nd day of December, 
Aw Dis 1968 





APPENDIX A 


PARI 1 
(October 1962) 


Government Policy Statement 
with respect to 


Oil Sands Development 

Recently the Government authorized the first commercial 
development of the oil sands and other applications currently 
are ‘pending. 

The Government has an obvious responsibility to regulate 
the timing “and the léextent of of ands prodvectlon toproteéc t 
the inte rests ofthe: 'pubid tc tas" t heitowneris' of this resource and 
to ensure that the position of conventional oil production’ in 
Alberta is not jeopardized by ther®lose™of talready Winiveed narkets 
CO a new source of supply. No economic advantage to consumers 
of oil products will accrue through the development of the oil 
sands since synthetic crude oil from the sands and conventional 
Sludge wo Diiwilily stor tat ihéasith done time,” be ‘competitive. 

The conventional oil industry has invested nearly four 
billion dollars in exploration and development in Alberta and 
the impact of its operations is a major factor in the buoyancy 
of Alberta's economy. In addition, it generates over 40 per 
cent, tof total provinctimlicp ub lictreve nue s), Obviously it would 
be detrimental to the public 1 tinned to permit unregulated 
development of an alternative source of supply to impair the 


economic soundness of the conventional oil industry by further 
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reducing its already limited market. This situation is 
aggravated by the fact that conventional oil is prorated to 
available market while oil from the eae cannot be so pro- 

rated because a constant plant through-put is essential to 

make such development economically feasible. Having regard 

to these circumstances. the policy of the Government will be 

to so regulate oil sand production that it will supplement but 

not displace conventional oil. At the same time, an oppor+e 
tunity will be provided for the orderly development of eH eakaa 
sands within the limits dictated by the Government's responsibility 
to the public interest in preserving the stability of conventional 
oil development and the necessary incentive to ensure its con- 
tinued growth. 

For (such (production from the, oil dsande vas may be able 
to reach markets clearly beyond present or foreseeable reach 
of Alberta's conventional industry, there is no need to restrict 
Cher (rate von iproduct ion. pir om st hewoi lis andes and, provided the 
development program meets with the approval of the Oil and Gas 
Conservation Board, the Government will authorize it. 

On ther other thand »-fornwsuch ojl«sands production as. would 
be in competition with present or foreseeable markets for 
conventionally-produced Alberta crude oil}, thewsdimpact fon ithe 
conventional industry will be carefully een a Ins ft Hitins 
instance, the Government's judgment is that the best interests 
of the province will be served 


(a) inet hey india ist ames iota vovelins ands development, 
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by ‘restricting production to some 5 per cent 
CmrtiemtotalwdemandmforAlbertavokl) =a1.ex5¢at' A 
level of theorder of that recent ly “approved 
for Great Canadian; 

(b) as market growth enables the conventional 
industry to "produce atid Breater proport Lonwot 
its) productive) capacity, by permitting incre= 
ments in oil sands production as recommended 
by the Oil and Gas Conservation Board, and on 
a scale, and so timed, as to retain incentive 
for the continued growth of the conventional 
industry; and 

(aye iby wrekatCingetivetscale Gand timing of increments ‘of 
oil sands production also to the. life index of 
proven reserves of conventional oil allowing the 
index to decline gradually from present levels 
but ensuring that it does not drop below 12 to 
13 years. 

Times yuarcye Witter ttord ilexipiiity in application yand 
will ensure that the orderly development of the oil sands 
will proceed as rapidly as their production can be integrated 
into the over-all oil economy of the Province. 

As the Government now sees the situation, total oil 
sands production probably will not exceed 200,000 barrels 
pen iday by “Lovo "and, depending “upon the, total oi) demand and 


the capacity of the conventional industry, it could be less. 
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All plans, for oil sands development require the approval 
of the Oil and Gas Conservation Board. The Government will 
look to the Board for assistance in implementing this general 
policy and for guidance should it become fee laa ha select 
among competing development proposals. 

In short, it is the Government's intention to assure to 

the conventional oil industry a rate of production and a share 
of available markets in excess of what ournently prevattlis 
and also to ensure that a reasonable share of future increased 
markets will be available to conventionally produced oil, 
This will still give scope for the orderly development of 
the oil sands under a regulated program that” wiliiprotece 
the public interest by preventing detrimental dislocations 
in the Provincial economy. 


PART 2 
(February 1968) 


Qil Sands Development Po lie 


Im October, 1962.5 the .Government announced it.Sp On Layee Or 
the development of the Athabase@a and related oal sands. The 
essential features of this policy are as follows: 

(1) applications for oil sands production “able to 

reach markets clearly beyond present or foreseeable 
reach of Alberta's conventional industry" would be 
approved providing the development program meets 
the conservation and related requirements of tha 


Oil and Gas Conservation Board and 
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(2) applications involving the marketing of oil sands 
production "within reach of Alberta's conventional 
industry" would 
(a) for initial development be restricted to 
a volume in the order of five per cent 
of the total market for Alberta crude oil 
and 

(b) for subsequent development be restricted 
to ensure that "market growth enablies ‘the 
conventional indietry to produce: at a 
EOS ler proportion ion fits productive 
capac iiyes.. Usatid fw ilieh wes'p ec t) itio ‘the 
scale and timing of incremental oil sands 
production, by relating such production 
to "the life index of proven reserves of 
convent onal vo Lire J 

The Government's intent in the policy was to provide for 
the orderly development of the oil sands in such a manner as to 
supplement but not displace production from the conventional 
industry. 

There have been several developments since 1962 which have 
had an impact on the effectiveness and the interpretation of 
Chis mo bicy.. 

In 1964 the Oil and Gas Conservation Board announced the 
adoption of a new proration plan which has had a significant 


effect on the development of reserves in the conventional industry. 
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AS a result of the new plana) detailed re-appraisal of the crude 
oil reserves of the Province was carried out. This resulted in 
increases in the reserves of a number of fields, especially Pembina. 
The plan also has resulted in an increase in the incentive for the 
institution of enhanced recovery operations leading to higher crude 
oil recoveries. 

Relatively few crude oil discoveries were made during the 


period immediately preceding the formulation of the Government's 


PoOLLey ein oO G2- In the subsequent years industry's exploratory 
efforts were more successful. In 1964 and 1965 discoveries were 
made in the Mitsue and Nipisi Gilwood Sand. In, 1965 “also the 


discovery in Rainbow brought about the Keg River oil play in 
Northwest Alberta. These latter discoveries added materially to 
the Province's crude oil reserves and it is expected that the 
Rainbow play will continue for several years. 

The growth of the market for Alberta crude oil has been 
substantial but somewhat less than had been anticipated at the 
time vol ts sappradcsal sine 962: This has been due primarily to a 
higher than expected level of production As Saskatchewan. During 
the last year increased exports to the United States have brought 
the total market for Alberta crude oil very close to the level 
LOnecasted by the: Board, in 1962, 

The impact of the re-assessment of older reserves, the 
institution of numerous enhanced recovery schemes, the new dis-— 
coveries and the market circumstances have increased the life 


index for conventional crude oll from the 22 years “Cie L962) to 24 


A-/ 


current level of some 31 years, rather than to the 21 years 
previo wery expected, 

In addition to the ‘above developments substantial reserves 
of heavy hydrocarbons that have Many similarities with the 
Athabasca type oil sands have been discovered in the general Cold 
Lake area, While the Oil and Gas Conservation Board recentiyv« has 
found these reserves to fall within the definition of “oil sands" 
in The Oil and Gas Conservation sAct;y vihe idetinition vappears to 
Swulre ci awiurieation, Moreover, the different definitions in 
various Provincial statutes require standardization. 

During the last year the Government has received represent— 
ations from some companies requesting both-a clarification and 
modification of the existing policy. The Government asked the 
Oil and Gas Conservation Board to consider these matters. The 
Board did so and advised the Government that it believed certain 
aspects of the present policy should be clarified-and that the 
policy should be amended in a manner which would encourage 
greater market growth than would otherwise occur and by this 
means enable further oil sands development without prejudice 
re the conventional industry . It considered these important 
in the long term interest of the Province in the development of 
its natural resources and to enhance its position as a major and 
growing source of petroleum supply on the North American continent. 
Further development would ensure that the Province would be able 
to take full advantage of market opportunities expected with the 


growing supply deficiencies in the United States, and enable it 
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to maintain its technological position asa source of synthetic 
crude oil having regard to potential developments elsewhere -— 
especially in the oil-from-coal and the oil-from-shale programs 

in the United States. The Board suggested that certain clarif-— 
ications and one amendment could be made in the policy without 
change in its broad intent and presented some preliminary proposals 
to achieve the objective. 

The Government then asked the Board to discuss its preliminary 
proposals with representatives from the Alberta Division of the 
Canadian Petroleum Association and the Independent Petroleum 
ASSsOClationy of Ganacda, Following this discussion the Board 
advised the Government of the views of the various parties and in 
the light of them suggested certain amendments to its original 
proposals, The Government reviewed the amended Board proposals 
and on June 16, 1967, the Honourable Mr. Patrick and JI discussed 
them in detail with an industry group representing the Alberta 
Division of the Canadian Petroleum Association, the Independent 
Petroleum Association of Canada and a number of individual com— 
panies interested in oil sands development. The Government has 
considered the views expressed at this meeting and the submissions 
which it, received following the meeting and has now come to Leis 
decision, 

The Government agrees with most of the industry and the 
Board that there are certain features of the present oil sands 
development policy that DS QU Epa tar bec at Ons Additionally. .the 


Government believes that the policw should be amended to encourage 
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further gvowtheinethe total erude of1 market and thereby permit 
further oil sands development. 

The clarifications are as follows: 

(1) The Government believes that the heavy oils of the 
Cold Lake type must be subject to the same policy 
as the Athabasca type oil sands. It takes this 
position because of the magnitude of the Cold Lake 
reserves in relation to conventional reserves, the 
eteiar tty of the crude hydrocarbons themselves, 
and the probable similarity of in situ recovery 
methods for. Cold-Lake type heavy oils and Athabasca 
type oil sands. Moreover, the Government believes 
that regulation of the rate of Production of ‘the 
Cold Lake type heavy oils by the "approval" system 
used with oil sands is more practical than by pro- 
rating “as “isvdone with the light and’ medium crude 
oil sr iiewmbaek 9ot, ready interchangeability among 
the heavy oils and the fact that by ‘upgrading -pro— 
cesses they, like the oil sands oil, could compete 
in the market for light and medium crude oil sug— 
fests serious probleme if the regulation of producH 
tion were based on proration to market demand. 
Consistent with this the Government has decided 
that the definition of of1 sands should be amended 
in order to remove ambiguities. Furthermore, it 


believes that common definitions need to be adopted 
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in all Provincial statutes and regulations, thus 
ensuring a consistent mineral acquisition and 
development policy. The Government recongizes that 
because of the gradation in charactertstiesiof the 
heavy oils it will besdttiicul tet omanri vewma tame tanec 
Lacuory definitions and that some arbitrariness wild 
probably be necessary. 

The Government believes that the best way of 
developing satisfactory definitionsswouldsbe 

through the advice of a special committee composed 
of representatives from the Alberta Division of 

the Canadian Petroleum Association, the Independent 
Petroleum Association of Canada, the Department. of 
Mines and Minerals and the Oil and Gas Conservation 
Board. The Board will be asked to convene such a 
committee. 

(2) There needs: to be clarification of what markets, would 
be considered "beyond present and foreseeable reach 
of Alberta's conventional industry". The Government 
believes that the distinction between “within reach" 
and "beyond reach" markets should not be confined to 
a geographical one but that "beyond reach markets" 
should include any markets, including specialty 
markets, which Alberta's conventional InMcCuUSst ry as 
not now serving nor can reasonably be expected to 


serve in the foreseeable future because of price 


( 


p) 


(3) 


(4) 


(5) 
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quality, specification ‘or other reasons. Decision 
iv an actual cuse might be based on the recom-— 
mendation of the Board following the public hearing 
of an application. 

With respect’ to an application proposing the market-— 
ing of oil sands production within reach of the 
conventional industry, but not in "new" markets as 
defined later, the Government believes Ligty 426° 46 
present, the application should be approved only 
Whew indicated to be desirable on the basis of the 
trend ‘in’ the life=index of the conventional judustry, 
However, the criterion SE Per cent utilization 

of productive capacity Perse d to “in “the present 
policy Wsino louger useful and’ wilt pe discarded. 
With’ respect to an “application proposing the 
Warketing of “oil Sands production in markets that 
are beyond reach of the conventional LndWwetry ee 
Present: policy Is satisractory and will be cone 
tinued with such production being unrestricted so 
long as the development program meets the conser-— 
vation and related requirements of the Oi1 and Gas 
Conservation Board. 

Under the present policy experimental Operations 
in the oil sands, not involving commercial pro- 
duction, are encouraged and authorized by the 


Board and the Government without public hearing. 
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The Government believes it desirable that this be 
continved sand) sforvalarification, pornos mouretiac 
such operations may involve temporary production 
and marketing of oil sands products at levels con- 
sidered subcommercial by the Board. 

One amendment is made in the present policy. This ois;idis— 

cussed in the following: 

(1) The Government believes that in order to encourage 
greater growth in the total crude oll market than 
would otherwise occur and thereby permit further 
oil sands development, the present policy requires 
amendment with respect to the treatment of applic-— 
ations that provide for marketing a product from 
oll sands “withio reach" of (thegronventwonad 
industry. Where it can be demonstrated that the 
applicant's marketing proposal would provide such 
additional growth by the development of a "new"! 
market the Government is prepared to authorize 
further production of ofl sands: productvat volumes 
equal to 50 per cent of the new market. A "new" 
market would be one not being served today; one 
over and above the normal growth in existing 
markets; pote ks representing a net increase in 
total market. 

The Government believes that applications approved 
under this) modification of the, policy would pro- 


vide the conventional industry with an immediate 
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share of markets which if otherwise obtained 

at all would have been obtained several years 
later. The modification, eRare rove! is unlikely 
to have any significant adverse effect upon the 
conventional industry. 

It is recognized that during the ‘next few years 

Lt) is particuwer.y ait ficult™ to @stimate market 
growth, In view of this the Government believes 
it desirable to establish specific limitations on 
the additional volume of oil sands production 

that would be approved under this amendment of 

the, P9o2e policy. 

Accordingly, the total volume of commercial oil 
sands production, including the presently author-— 
ized production, that will be permitted to enter 
new markets within reach of the conventional 
industry will be restricted to 150,000 barrels per 
day. Unless some wholly unforeseen set of circum-— 
stances should develop, this limit will remain in 
effect for five years. During this period the 
limit»ywill be reviewed and, if conditions warrant, 
it may be increased for a succeeding period. 

In addition to these matters relating to the circumstances 
under which additional oil sands production would be authorized, 
the Government also has given serious consideration to the question 
of the royalty payable to the Crown on products derived from 


bituminous sands or oil sands owned by the Province, Such 
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royalties are prescribed by regulation made aid ae The Mines and 
Minerals Actraehoio2. The Act authorizes the establishment of 
rates of royalty either of general application or with respect 
to any specified operation. 

In Dantes of 1963 Bituminous Sands Royalty Regulation No. i 
was established fixing the royalty payable until March orl Wels 
on the products recovered, in. the, operation, of, Great Canadian Qa 
Sands Limited (45,000 barrels of synthetic crude'oil and some 300 
long. tons of sulphur per day). The present royalty is based upon 
the value at the plant site of these product spand) the rate ene 
ages out at about 12 per cent on the synthetic crude oil and is 
L6G) 2/3) per Bane on the sulphur. (The totalsroyalty isvequivalent 
to some 20 per cent of the value.of the raw bitumen from which the 
synthetic crude oil and sulphur are derived, ) 

The Government has decided that when the present royalty 
arrangement with Great Canadian is reviewed, and in the case of 
any other commercial development of oil Sands) it wilisexpress 
the royalty as one applicable to the raw bitumen recovered. “at 
its value at) the recovery: site. This change ‘in basis will re- 
sult in comparable royalty treatment regardless of the. extent of 
upgrading and will ensure that there will be no royalty incentive 
against extensive upgrading of the bitumen in Alberta, 

Whether the future royalty rate on the raw bitumen will be 
altered from one which would yield the same return. as under the 
present arrangements with Great Canadian will depend on future 


circumstances and whether any changes are found necessary in 
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royalty rates as they apply to the production of Provincially- 
owned oil and gas generally. 

In considering the royalty rate expressed on the raw 
bitumen basis during the first term of a Crown lease, the 
Government would bear in mind the provision ot the lease and 
The Mines and Minerals Act, 1962 relating to the maximum royalty 
rates applicable, during the first term of. the lease, to the 
products derived from bituminous sands or oil sands. The total 
royalty would not exceed that which could be fixed under these 
Demi. £5 | 

Crown royalties applicable to crude oil produced from 
Pee ae have in the past been set. for periods of 10 years... the 
Pease cevulacion coming into effect on April 1; 1962. Accord-— 


Phy e text eereral review of.royalty rates will be in 1972. 
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APPENDIX B 


ATLANTIC RICHFIELD PRESS RELEASE 
REGARDING PRUDHOE BAY 


ATLANTIC RICHFIELD-HUMBLE ARCTIC SLOPE DISCOVERY 


TERMED ONE OF WORLD'S LARGEST 

PHILADELPH Taee July E6o“s\An toil and gas discovery! on ‘the 
Arctic Slope of Alaska by Atlantic Richfield Company in a joint 
venture with Humble Oil & Refining Company has been described by 
a leading industry consultant as potentially oom tess the largest 
petroleum accumulations known to the world today," Robert 0. 
Anderson, Atlantic Richfield chairman, announced here. 

DeGolyer and MacNaughton, Dallas, ‘said, "In our opinion, 
this important discovery could develop into a field with re- 
eGverap lie) resenves ot some 5é to: 0 bd lidion barge liso of) 0115 
which would rate it as one of the largest petroleum accumula- 
Pocils enown to the world today," 

D&M addedz» "The: major pants of! the, fieldy appears» to: lies on 
a 90,000-acre block, of leases ins which! Atdantic: Richfield 
Company and Humble Oil & Refining Company each cwns a 50 per 
cent working interest. Two wells, seven miles apart, have been 
driideds toidate,on)thisy blockid )The bloeckgein thes generaleatrea 
of Prudhoe Bay, is some 390 miles north of Fairbanks and 150 
miles southeast of Point Barrow. 

UThe wetima te ot. 59: CoO Paticts nates ois is a reasonable 


expectation for a structure ofithe) size, indicated’ by seismic 


Biz 


‘ 


interpretation with the sand characteristics and saturation which 
have been shown by the productive intervals in the two welleo" 
DeGolyer and MacNaughton said in a letter to Atlantic Richfield. 

The D&M opinion was aE ene after coring and flow tests 
were obtained on the second well, the Sag River State No. im, 
Anderson said. The well encountered 300 net feet Ofcom isand 
inj the same Triassic formation found! an ‘the first well, Prudhce 
Bay State No. 1, located seven miles northwest. 

Anderson said that a flow test from pero naithton’s? hi n he 
bottom 15 feet of the sand in the Sag River well flowed at a 
rate of 2300 barrels of 26.8 degree API gvanwitys Ouse per daa, 
with as ig¢as-—oileratio of1 635 tol ln 

“POUL? points of tthej oi 1, fromlt hel sties tedistaninite 4G degrees 
Fahrenheit which means that we will be able to move it by pipe 
line during the very severe winters in that ArcCtictareas 
Anderson said. 

Anderson said drilling will continue this summer on the 
Sag RiveriState Norlinuntil itéerteaches! the lower formations 
found in thesPzadhoes Bayy State! No. di and ¢hat®a three-rig drill- 
ing program will begin'on the block this fall. The’ Atlantic 
Richfield chairman announced that pipe line and Cransport ation 
studies would begin immediately. "Commercial development of 
the field will require a minimum of *threerto F obit years,” he 
added. 

Atlantic Richfield, operator for the project, announced 


June 25° that the Sag River well had encountered oil in the 
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Triassic formation. At the same time, the company said the 
Prudhoe Bay State No. 1 flowed on a recent test at various 
rates up to 2415 barrels of 30.5 degree API gravity oil per 
day through perforations from 8656 to a) Baht Gas-oil 
Peco awas rom o70etc LULSs tel. “in @dadition, the Prudhoe Bay 
State No. Texel produced gas at’ a rate of 40 million cubic 
feet per- day frcom perforations between 8210 and 8250 feet. 
Roth tests were made in the Triassic sand. 

A previously announced test of the Prudhoe Bay State No. 
Showed = flow rate of L152 barrels of oil per day from the 


Migeissippian Carbonate formation at a depth of 9505 to 9825 


feet. 
#t #t # tt # 
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APPENDIX C 
PROVINCE OF ALBERTA 


THE OIL AND GAS CONSERVATION ACT 
OIL AND GAS CONSERVATION BOARD 


LIN THE MATTER of a scheme of Atlantic 
Richtield Company, Cities Service 
Aivabasca, lucy, [mperial 0211 Limited 
and” Royalite) O21 Company, Limited’ for 
thes recovery of o11 sands, crude bitu= 
men or products derived therefrom. 


APPROVAL NO. 


The Oil and Gas Conservation Board, pursuant to The 

Oil and Gas Conservation Act, being chapter 63 of the Statutes 
eee Lae ta 19 5/ , .and, with the approval, of the Lieutenant 
Cove rnom im Count numbered: 0 Cc? | and dated (date to be 
determined) hereby orders as follows: 

iby Crs) The scheme of Atlantic Richfield Company, Cities 
Service Auhapasca, inc’... inperial Ort Limited’ ‘and’ Royalite Oil 
Lompawy, limited proposed tobe Weveloped fand*foperated on their 
beha le toy Synerude Canada itd. = which five ‘companies are herein= 
mEten collectively called USyncerude!)),) tor the recovery of oil 
Sande,” crude bitumen or products derived therefrom, taken from 
the area shown outlined on the attachment hereto, marked Ap- 
pendix A’ ‘to this “approval, as such scheme is*Udescribed an an 
application dated) May" :.° 362 a6 Vamen ded! sto Mayeto 1 bo... to~ 
gether with supporting material marked as exhibits and evidences 
adduced at the heating soi the application, “is approved, -sub- 


jeqt to the fverms end conditions: herein contained: 
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‘ 


(2) Subclause (1) does notvpreclude alterations in 
design or equipment compatible with the outlines of the scheme 
and made for the better operation of the scheme; 

on This approval applies to the recovery in each Caven— 
dar year of 18,250,000 barreds ot synthetic crude oil, See hee eM ELEN 
barrelswof specialty oilsyand 1) 825,000 barrels of naphtiaywuat 
for the period, consisting of, the part. of Che year followrnoeene 
date, as established by the Board, of commencement of essential- 
ly tu tt=s calc eoota clone and the next succeeding calendar year, 
the above volumes shall ‘be increased by application of the 
factor equivalent, to the, number, of days, in, thes perrode divided 
bye JOST 
Si Prior to the commencement of major construction of 
the project facilities, Synecrucdien sia 
(a) » satisfy the Board that it would, beseconomi cally 
feasible to remove and satisfactorily dispose 
of) the, tailings, and jeverbunden, Suomi tie win 1 Cia 
tailings disposal area described in the applica- 
tLOn,.jin -orde ry thiabe isa tals facil rie Covet year 
the, oil] sands. reserves of the area would ulti- 
mately be possible, or 
(b) propose, alternative or, modified anitial Soaid ings 
disposal arrangements satisfactory to the Board 
such that the impairment of recovery of oil 
sands reserves would be minimized. 


4. Syncrude shall satisfy the Board prior to (date to be 
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determined) that construction of the facilities required for the 
scheme has commenced, unless upon DY application by Syncrude a 
peter Wate "Ss" stipulated by fey Dee 

oy Vuring Cotlstruction of the proposed facilities Syncrude 
Shall inform the Board on a quarterly Deey: or the progress ef 
construction and shall obtain the approval of the Board concerning 
any major changes in design. 

ee Atlantic Richfield Company, Cities Service Athabasca, 
ies emperial Ol Limited and Royalite Oi 1 Company, Limited 
shall, as soon as may be and before commencement of Operations, 
faeec with the Board fall “definitive details, in COnNTOLrmi cy WLtn 
the general marketing plans described in the application and at 
the hearing, and satisfactory to the Board, of the markets in 
Praciette Syithertc crude o11, specialty oils and naphtha will 
Pe soia, including the refineries to which any such products 
will be delivered. 

f. “Upon, Completion Of the construction of the facilities 
and prior to (date to be determined), Syncrude shall file such 
Petableeor™ the project design or operating procedures as the 
Board may require. 

ay The effective commencement of the recovery of sale- 
able hydrocarbon products shall be before (date to be determined), 

i Syncrude shall measure eee at mined and processed, 
BOLermediate "and final products recovered and ,other plant 
streams as necessary, so that material balance and recovery 
calculations for the’extraction, upgrading and related proces- 


ses may be made with reasonable accuracy and frequency. 
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Oe Syncrude ishadd furnish tor ther Board, Finissiwelh ice aasteonad 
at such times; as may be set) by thes Board.) monmthd yi tepor tismroceet ne 
quantity and assay of oil sands mined jand) thegquantity of sala 
intermediate and final products recovered therefrom. 

li. Atter ithe Gomnencament of mining opeeaitat onish  ovncr wd 
shall report, in, «the farst three years ion) a) iseml 22 nna ae 1 owetand 
thereafter as) required by the Board, the percenta geypiaiie crude 
bitumen in place in the mined area recovered during the report 
period). and details of the proposed mining, and] jovenburdens nes 
moval. plans» form the ~stcceedine speniod, 

12. Atlantic Richtield, Company. iC bles oer ces At aoa 
Incss,4 lmperial O11) Limited and Roya lite O01 Company sua mee d 
shall, files with the Board on, of betore Maimen so laeiieteric lee ce 
COMME Cie) Whew ILes Vela rd, ~ avdetailéd report: satistactory 
to the Board) on thewmarket ing, of tbe synthe wie Fenuie mouse 
specialty ‘oils andj naphtha preduced durang thes precedineyee ct, 
in conformity with the general marketing plans described in the 
application, andwat) the, hearing, including the  ,erimerm casio 
which any such products were delivered. 

36 There shall) be, no) flaring or waste of liquid hydiro= 
carbons produced except in cases of emergency, unless author- 
Zed li ow Gatti 1 oe bevert be. card: 

L4.. Syncerude <shald .carny, out Git sMopermatiioney Woe thes catac- 
faction of the Board and in ai manner, that 

(a) does not preclude or render more difficult the 
recovery’ of other oil sands recoverable by 


practical and reasonable operations, 








(b) results in) the mining of the practical maximum 
Creal oll sands within tne area beine mined, 
Ce) results in, Che, processing for the recovery of 
crude bitumen of the bag as ve maximum of all 
OMe sands. mL ied), 
(d) Fesults in the recovery of the practical maxi- 
mum of crude bitumen from the oil sands mined, 
and 
(e) results in the recovery from the crude bitumen 
of the practical maximum or marketable products, 
ieage Synerude shall carry out the solids disposal operations 
memeec satisfaction of the- Board, on lands to be approved by the 
Mera. aud jin a manner that insures the stability of any tailings 
pa Le's’. 

16. Syncrude shall dispose of any liquid wastes in a manner 
Gatisfactory to the Department of Health and the Board and in a 
manner that iiedres that no oily cor “contaminative materials slow 
Peer eune Land or into any-body of water. 

Le, Syncrude shall convert any gaseous sulphur compounds, 
not converted to elemental sulphur, to pie hes dioxide and shall 
discharge them from stacks satisfactory to the Department of 
Menith and to the Board. 

1S Syncrude, in operations pursuant to the scheme, shall 
comply with the PLOVISioONS Of Alby SOR ee oie or regu latmon 
of the Province of Alberta now enacted or Made, OT that at any 


time hereafter may be enacted or made. 


‘ 


LO Where it appears to the Board that there has been a 
failure to comply with any terms or “conditvonsso. the wanpgo se 
the Board may, in addition to any other remedy or proceeding to 
which it, may resort; require the Suspensioneo teanyeo pega Lam 
carried on pursuant to the scheme. 

20 This, approval expires on (terminal date of 25-year tern 
to be determined) unless the term of the approval is extended 
following a public hearing. 

MADE. at» the City of Caloary. 17) stheee revaiince of Alberta, 
this day of pee en ee 


OIL AND GAS CONSERVATION BOARD 


G.W. Govier 
Chanienian 


APPENDIX A TO APPROVAL NO. 
(This appendix, to be included at Ene time of iecuancemo meric 
approval, would consist of a map of the lands leased by the ap- 
plicants and for which approval is Clven £OLr Che miting Of -Os 0 


sands). 
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